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STATE  OF  NORTH  CAROLINA 


DEPARTMENT  OF  THE  TREASURER 


RALEIGH  27611 


HARLAN  E.  BOYLES 
STATE  TREASURER 


The  Honorable  James  G.  Martin 

Governor  of  North  Carolina 
Members  of  the  Advisory  Budget  Commission 
Members  of  the  General  Assembly 
Citizens  of  North  Carolina 

Sir;  Ladies  and  Gentlemen: 

It  is  both  a privilege  and  a pleasure  for  me  to  present  to  you  the  Annual  Report  of  the  Department  of  State 
Treasurer  for  1985-86.  The  year  just  past  has  been  one  in  which  there  have  been  unforeseen  developments  on  both 
the  State  and  national  levels,  yet  I am  happy  to  report  that  we  have  been  able  to  achieve  a very  satisfactory  level 
of  results  throughout  our  Department.  For  this,  I want  to  pay  full  tribute  to  the  more  than  200  of  my  fellow- 
workers  who  have  performed  admirably  in  trying  times. 

As  we  close  out  yet  another  fiscal  year,  we  are  keenly  aware  of  the  debt  that  all  of  us  in  this  Department  owe 
to  all  of  you  for  your  unstinting  support  and  understanding.  Working  together,  we  have  compiled  a record  of  fiscal 
and  financial  responsibility  of  which  we  may  all  be  proud.  The  State’s  Triple-A  credit  rating  remains  unimpaired, 
and  I trust  that  we  may  continue  to  operate  in  such  a way  that  we  will  always  preserve  this  substantial  advantage 
for  the  people  of  our  State. 

In  this  Annual  Report,  you  will  find  the  full  array  of  quantitative  data  relating  to  the  operations  of  our  four 
divisions.  As  in  the  past,  we  have  attempted  to  present  this  information  as  fully  as  possible,  and  in  a form  which 
makes  it  easy  to  comprehend.  Yet,  we  do  not  claim  perfection.  For  future  years,  we  would  solicit  your  comments 
as  to  any  further  improvements  we  might  make. 

I feel  that  the  results  we  have  achieved,  working  together,  are  a matter  for  pride.  Therefore,  I am  happy  to 
present  them  to  you  herewith  and  I thank  you  for  helping  us  to  make  them  possible. 


Sincerely, 


Harlan  E.  Boyles 
State  Treasurer 
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IN 

PERSPECTIVE 


The  public’s  business  is  always  an  open  issue.  It  is  in 
this  context  that  we  have  come  to  use  this  portion  of  the 
Treasurer’s  annual  report  to  address  a few  philosophical 
issues  which  we  feel  are  worthy  of  public  attention  and 
discussion.  The  objective  is  to  speak  with  constructive 
purpose. 


The  State’s  Agenda 

The  departments  and  agencies  of  State  government 
have  specific  responsibilities  and  their  future  objectives 
usually  are  in  keeping  with  those  responsibilities.  For 
example,  the  Secretary  of  State  is  the  custodian  of  the 
official  records  and  documents  of  the  State  and  the  State 
Treasurer  is  the  State’s  banker  and  investment  officer. 
But  who  determines  the  State’s  agenda  for  getting  things 
done  and  seeing  that  the  people’s  total  interests  are  be- 
ing, or  will  be,  served?  Who  is  charged  with  advancing 
the  goals  and  policies  of  State  government?  How  are  the 
State’s  priorities  established? 

Speaking  realistically,  of  course,  the  State’s  priorities 
are  reflected  in  the  programs  for  which  the  General 
Assembly  appropriates  the  money.  The  breakdown  of 
the  tax  dollar  — its  expenditure  designation  in  the 
budget  — establishes  the  State’s  official  and  only  policy. 
Everything  else  is  conversation. 

The  rapid  growth  of  State  government  and  its  com- 
plex organization  dramatize  the  need  for  an  orderly  and 
coordinated  approach  to  managing  the  State’s  programs 
and  resources.  Otherwise,  we  leave  to  chance  that  the 
people’s  real  needs  will  be  met  and  that  we  will  have 
been  good  stewards  of  the  people’s  money. 

The  value  of  the  tax  dollar  has  two  sides,  of  course. 
On  the  one  side,  you  have  what  is  represented  by  the 
taxpayer’s  labor  and  effort  to  earn  wages,  and  his  or  her 
willingness  to  share  a portion  of  those  wages  with  his 
or  her  government.  On  the  other  side,  to  be  sure,  you 
have  people  who  through  necessity  must  look  to  govern- 
ment for  services  and  subsistence,  and  you  also  have  the 
need  for  programs  and  services,  such  as  schools,  hospitals 


and  highways,  which  can  be  provided  more  effectively 
through  government.  From  the  one  you  take,  and  to  the 
other  you  give,  but  neither  should  dominate.  State 
government  must  be  both  sensitive  to  the  taxpayer  and 
responsive  to  the  public  citizen. 

In  this  day  and  time,  the  complexity  of  State  govern- 
ment may  very  well  call  for  a new  approach  to  manage- 
ment. The  ultimate  objective  is  prudence.  And  prudence 
in  government  suggests  that  we  want  to  do  that  which 
is  needed  and  wanted  by  the  public  but  at  the  same  time 
to  make  sure  that  what  we  propose  to  do  is  within  our 
ability  to  pay. 

Suppose,  for  example,  as  an  initial  approach  to 
responsible  management,  we  separated  the  departments 
and  agencies  according  to  those  which  generate  money 
and  those  which  spend  money.  Some  agencies  will  fall 
in  both  categories  but,  in  the  former,  you  will  have  such 
departments  as  Revenue,  Transportation  and  Treasurer. 

Highways  generate  money  by  accommodating  the 
private  sector.  The  private  sector  creates  economic  ac- 
tivity and  pays  taxes.  In  highways,  we  make  money  by 
spending  money.  The  cost  is  minor  compared  to  the 
benefits  derived.  All  that  is  needed  is  a quantification 
of  the  results. 

The  Department  of  Revenue  is  the  State’s  official  tax 
collector.  And  human  nature  being  what  it  is,  we  know 
that  enforcement  of  the  law  is  essential.  A beefed-up  en- 
forcement program  would  produce  millions  of  additional 
dollars  — dollars  which  the  State  is  not  now  getting. 
It  is  only  fair  to  the  taxpayers  who  pay;  and,  it’s  like 
having  a printing  press. 

As  for  the  Department  of  the  State  Treasurer,  one 
need  only  look  at  the  record.  Money  has  value,  and  the 
management  of  money  is  only  good  business.  With  a 
year-end  portfolio  of  $12.4  billion  and  with  the  annual 
cash-in-the-till  earnings  of  $1.3  billion,  the  cost/ benefit 
of  additional  management  personnel  will  stagger  one’s 
imagination.  Opportunities  are  created,  not  handed  out. 

From  a different  perspective,  suppose  we  were  to 
identify  in  understandable  terms  the  true  and  total  cost 
to  the  public  for  such  things  as  crime  and  poverty.  Sup- 
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pose,  too,  that  we  were  told  that  we  could  reduce  these 
costs  if  we  were  to  increase  the  resources  allocated  to 
public  education  and  skills  training  — programs  for 
youth  as  well  as  for  adults.  Cost  avoidance.  It’s  like  “pay 
me  now  or  pay  me  more  later.”  We  suspect  that  if  the 
State’s  budget  were  put  together  in  the  same  way  a 
business  man  endeavors  to  run  a business  — by  practic- 
ing cost  avoidance  — we  would  see  resources  “freed-up” 
for  education  and  other  programs  which  now  are  being 
short-changed  in  the  budget.  In  the  business  world,  it’s 
called  “working  smarter,  not  harder.”  But,  in  the  public 
sector,  it  is  the  people  who  benefit  — those  who  become 
self-sufficient  and  those  who  share  their  personal 
resources  with  government.  There  are  no  losers,  unless 
it  is  those  who  feed  from  the  inefficiencies  of 
management. 

Still,  what  about  the  State’s  agenda?  There  is  one.  It 
is  just  not  called  by  that  name.  It  is  couched  in  the  State’s 
tax  structure  — from  which  we  get  our  taxes;  and,  in 
the  State’s  biennial  budget  — the  document  which  for- 
mulates the  State’s  spending  policies.  If  the  General 
Assembly  adjusts  or  amends  the  tax  structure,  the  bien- 
nial budget  is  likewise  adjusted  and  the  State’s  agenda 
is  then  changed.  Sometimes  for  good,  and  sometimes 
not.  The  programs  of  State  government  must  react  to 
the  changes  made  in  the  budget  and  their  direction  may 
be  materially  affected,  oftentimes  without  notice.  That’s 
the  real  world. 

The  need:  long  range  planning;  coordination  of  pro- 
grams and  services;  and,  legislative  policy  designed  to 
give  the  public  some  idea  of  what  the  State’s  agenda  is, 
or  will  be,  for  the  next  two  years,  the  next  five  years  and 
down  the  road.  It  is  only  good  business.  Times  change 
and  needs  change  but  management  needs  legislative  in- 
put and  direction. 


The  State’s  Budget  System  — 

Is  It  Working  Effectively? 

In  the  budget  process  in  North  Carolina,  the  question 
is  how  much  did  your  department  spend  last  year?  Not, 
what  did  you  do  with,  or  what  did  you  accomplish  with, 
the  appropriated  resources  provided  your  department 
by  the  people  of  North  Carolina? 

Is  there  any  wonder  that  the  cost  of  government  con- 
tinues to  increase?  No,  not  really,  because  the  budget 
system  we  have  in  place  today  is  not  capable  of  doing 
the  job  because  it  perpetuates  the  problem;  and,  it 
rewards  spending  by  placing  little  value  on  the  perfor- 
mance objective  or  on  program  achievement. 

The  budget  hoop  we  jump  through  today  in  State 
government  was  devised  in  1925  — the  year  the  ex- 
ecutive Budget  Act  was  enacted  — at  a time  when 
everyone  who  worked  for  the  State  was  housed  in  the 
Capitol  building  and  who  could  be  seen  and  counted 


coming  to  work  every’  morning.  This  group  included  the 
Supreme  Court  as  well,  and  also  the  General  Assembly, 
if  you  can  imagine! 

Costing  out  and  budgeting  for  the  programs  of 
government  sounds  rather  simple,  and  logical  enough, 
but  why  isn’t  program  identification  in  State  budgeting 
both  the  rule  and  the  practice? 


Top  Heavy  in  Government? 

Is  the  increase  in  the  cost  of  government  — at  all  levels 
— attributable  to  program  costs  (to  provide  benefits  to 
the  intended  program  participants)  or  is  much  of  the  in- 
crease due  to  other  indirect  costs  such  as  administration 
and  an  inner-layer  of  managment  which  has  been 
superimposed  upon  the  taxpayer’s  good  intentions? 

The  fact  is,  whatever  the  opinion,  the  evidence  is  dif- 
ficult to  come  by  because  — again  — the  budget 
documents  do  not  reflect  the  information  which  would 
reveal  just  how  small  a portion  of  the  budgeted  dollars 
actually  goes  to  the  program  beneficiaries.  The  person 
for  whom  the  program  is  intended  has  no  voice  in  how 
the  program  dollars  are  administered  and,  as  a conse- 
quence, he  or  she  gets  what’s  left  over.  The  “system”  has 
come  to  see  to  it  that  if  program  beneficiaries  need  more 
money,  the  taxpayers  have  to  ante  up  enough  to  take 
care  of  both  the  administrative  overhead  and  the  per- 
son to  be  benefited.  A double  whammy,  it  is. 

Let’s  examine  the  public  schools.  The  appeal  always 
is  for  quality  education  — reduced  class  size,  improved 
teacher  qualifications,  higher  teacher  pay  and  increas- 
ed appropriations  for  the  basic  education  program  — 
but  when  and  if  the  money  is  made  available,  the  ques- 
tion is,  how  much  of  it  actually  trickles  down  to  the 
classroom,  where  the  student  is  likely  to  benefit? 

Suppose  the  procedures  we  now  use  were  reversed? 
Suppose  the  intended  recipients  of  the  program  services 
were  given  a voice  in,  or  more  knowledge  about,  how 
the  program  was  administered,  or  said  another  way, 
suppose  the  public  (the  taxpayer)  was  told  what  portion 
of  the  program  budget  was  for  administration  and  other 
indirect  costs  and  what  portion  actually  served  the  in- 
tended recipient? 

In  the  case  of  the  public  schools,  suppose  the  classroom 
teacher  was  given  a voice  in  the  school  budget  for  ad- 
ministration, counseling,  teacher  training,  teacher  aides, 
special  education  and  the  whole  array  of  programs 
which  feed  from  the  public  education  budget  at  the  ex- 
pense of  the  classroom?  Suppose  the  school  superinten- 
dent and  the  school  principal  were  required  to  seek  and 
reveal  the  comments  of  the  classroom  teachers  before 
submitting  the  annual  budget  request  to  the  local  school 
board?  Would  this  change  things?  You  bet  it  would  — 
and  the  dollars  freed-up  could  then  go  to  the  classroom, 
where  they  were  intended  to  go  in  the  first  place. 
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Student  Financial  Aid 
Needs  Consolidation 

The  State  of  North  Carolina  invests  heavily  in  the 
education  of  its  youth  and  its  adults.  Looking  at  it  quan- 
titatively, more  than  65%  of  the  State’s  General  Fund 
is  allocated  each  year  by  the  General  Assembly  to  educa- 
tion and  training.  Yet,  North  Carolina’s  students  do  not 
attain  national  norms  in  educational  level  achieved.  Re- 
cent figures  show  that  only  a little  more  than  40  % of 
our  high  school  graduates  continue  their  training  with 
any  kind  of  post-secondary  education.  This  situation  ex- 
ists though  there  are  in  the  State  more  than  100  post- 
secondary educational  institutions,  including  community 
colleges,  private  colleges  and  universities,  and  the  State 
University  system. 

Maybe  we  need  to  find  out  if  our  high  school 
graduates  know  about  the  educational  opportunities 
which  are  available  for  college,  and  if  they  are  aware 
of  the  wide  range  of  scholarships,  grants  and  loans  which 
are  offered.  Currently,  seven  different  departments  of 
State  government  each  administer  one  or  more  student 
financial  aid  programs.  To  learn  about  all  of  these,  a 
student  would  have  to  contact  seven  different  State  of- 
fices. Before  doing  this,  however,  the  student  would  first 
find  it  necessary  to  apply  to  the  college  or  university  he 
or  she  was  entering  to  determine  eligibility  for  institu- 
tional financial  assistance. 

Clearly,  North  Carolina  does  not  need  seven  different 
State  departments  administering  student  aid.  What  is 
needed  is  a consolidated  effort.  A single  agency,  such 
as  the  State  Education  Assistance  Authority,  could  be 
authorized  by  the  General  Assembly  to  do  this  job.  If 
this  were  done,  then  every  high  school  graduate  who 
could  benefit  from  post-secondary  education  could  be 
advised  effectively.  Surely,  if  such  a wide  range  of  stu- 
dent aid  is  already  available,  all  who  could  benefit 
should  know  about  it.  When  can  we  start  to  make  this 
aim  a reality? 


The  Highway  Fund  vs. 

The  General  Fund: 

Who’s  Winning? 

Not  the  Highway  Fund  and  not  the  user  of  the 
highways  who  pays  gasoline  taxes  — if  the  facts  mean 
anything! 

The  facts  do  mean  something  and  the  facts  are  clear 
that  the  user  of  the  North  Carolina  highways,  the  payer 
of  motor  fuel  taxes  and  vehicle  licenses,  is  paying  more 
into  the  State’s  coffers  for  the  services  he  is  supposed  to 
get  than  is  being  deposited  into  the  Highway  Fund  — 
the  State’s  trust  fund  which  is  dedicated  to  the  construc- 
tion and  maintenance  of  highways. 


Then  why  all  the  fuss  about  transferring  certain  non- 
highway programs  from  the  Highway  Fund  to  the 
General  Fund  during  the  recent  session  of  the  General 
Assembly?  It’s  a good  question,  but  there  is  no  good 
reason  for  not  making  the  transfers,  especially  when  the 
alternative  is  to  increase  taxes  on  gasoline. 

Again,  what  are  the  facts?  What  do  the  numbers 
show? 

Under  current  law,  the  State  sales  tax  (3  % ) on  motor 
vehicle  parts  and  accessories  and  the  sales  tax  (2  % with 
a $300  maximum)  on  new  and  used  motor  vehicles, 
amounting  to  some  $202,000,000  annually,  are  deposited 
into  the  General  Fund.  And,  there  are  many,  many 
other  examples  of  lesser  amounts,  which,  when  added 
together,  amount  to  substantial  dollars  — to  a total 
amount  too  large  to  ignore;  that  is,  if  you  are  the  tax- 
payer, faced  with  an  increase  in  gasoline  taxes. 

That’s  only  the  revenue  side.  Let’s  look  at  the  expen- 
ditures from  the  Highway  Fund  — expenditures  for  pro- 
grams not  related  to  highway  construction  and 
maintenance  — and  we  observe  that  some  $92.2  million 
annually  goes  for  driver  education  ($22.0),  the  Highway 
Patrol  ($65.0)  and  other  general  government  functions 
($5.2)  which  rightfully  belong  under  the  aegis  of  the 
State’s  General  Fund.  To  add  insult  to  injury,  we  note 
that  court  fines  which  result  from  the  traffic  citations 
of  the  Highway  Patrol  do  not  serve  as  an  offset  to  the 
Patrol’s  budget,  which  is  entirely  underwritten  by  the 
Highway  Fund. 

Where  is  the  equity? 

Is  the  word  equity,  or  is  it  inequity?  Inequity  stems 
from  giving  certain  taxpayers  favored  treatment.  Some 
people  call  these  provisions  “special  interest”  legislation 
but,  by  whatever  name,  currently  authorized  refunds 
from  the  Highway  Fund  for  all  purposes  now  total  some 
$17.6  million  annually.  Only  $1.9  million  is  for  non- 
highway use  purposes.  Would  you  believe  that  taxicab 
owners  are  entitled  to  refunds?  Mind  you,  people  who 
actually  use  the  streets  and  highways  of  North  Carolina 
receive  refunds  of  some  $15.8  million  annually  — a pret- 
ty heavy  subsidy  which  is  paid  by  others.  In  truth,  it’s 
difficult  to  understand,  especially  when  the  alternative 
is  to  increase  taxes  on  gasoline. 

Not  all  was  lost  during  the  1986  session  of  the  General 
Assembly.  Thanks  to  the  bipartisan  effort  of  the  Gover- 
nor and  the  Lt.  Governor,  the  people  of  the  State  will, 
in  fact,  be  provided  a superior  highway  construction  and 
maintenance  program.  North  Carolina  will  not  lose 
ground.  The  benefits  will  be  far-reaching  and 
widespread.  What  was  once  said  about  General  Motors 
is  definitely  true  for  North  Carolina:  what’s  good  for  the 
State’s  highway  program  is  also  good  for  the  quality  of 
life,  job  opportunities,  economic  progress,  and  farm-to- 
market  roads;  all  with  the  consequence  of  greatly  im- 
proved provision  of  public  support  for  education  and 
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human  services.  It’s  a case  where  everyone  gains  — 
again,  if  we  look  at  the  facts. 

Now,  under  the  new  law  which  became  effective  on 
July  15,  1986,  the  purchaser  of  gasoline  will  pay  an  in- 
crease in  motor  fuel  taxes  equal  to  an  additional  3.6  cents 
per  gallon.  Since  part  of  the  new  levy  was  pegged  to  the 
wholesale  price  of  gasoline,  the  tax  can  increase  without 
further  action  by  the  General  Assembly.  Effective 
July  1,  1987,  the  driver  education  program  ($22.0 
million  annually)  will  be  transferred  to  the  General 
Fund. 

Still,  using  the  figures  identified  here  and  no  others, 
the  taxpaying  public  will  continue  to  pay  a minimum 
of  $272.2  million  annually  in  motor  vehicle  related  taxes 
which  are  not  used,  even  remotely,  for  highway  con- 
struction and  maintenance.  This  amount  — shameful 
as  it  may  sound  — and  ignoring  questionable  refunds, 
translates  into  a gasoline  tax  equivalent  of  over  7<t  per 
gallon. 

Just  the  facts! 


A Look  At  History 

In  the  course  of  preparing  this  Annual  Report,  many 
hours  were  expended  by  the  staff  of  the  Department  of 
the  State  Treasurer  in  collecting  and  assembling  figures, 
pulling  together  other  data  and,  finally,  in  checking  and 
rechecking  all  of  the  items  presented  for  absolute  ac- 
curacy. The  effort  involved  was  considerable  and  the 
work  was,  at  times,  quite  tedious. 

We  are  convinced,  however,  that  it  is  absolutely  essen- 
tial to  do  a thorough  job  on  a publication  of  this  sort. 
Though  the  Annual  Report  appears,  at  first  glance,  to 
be  merely  a large  assemblage  of  data,  it  is  in  truth  much 
more  than  that.  It  gives,  as  fully  and  as  accurately  as 
possible,  a current  account  of  the  operations  of  the 
Department  and  State  government. 

As  such,  it  is  really  history  in  the  making.  The  mat- 
ters which  are  currently  in  everyone’s  mind,  and  are 
widely  and  intimately  known,  are  soon  forgotten  if  they 
are  not  carefully  recorded.  A review  of  previous  reports, 
which  is  a necessary  preparation  for  each  year’s  new  edi- 
tion, never  fails  to  show  that  additional  information 
could  very  usefully  have  been  included. 

State  government  is  important  — not  only  to  those 
who  work  daily  in  the  State’s  offices  and  institutions  — 
but  to  the  citizen  at  large.  This  Annual  Report,  then, 
is  a concerted  attempt  on  the  part  of  our  staff  to  pro- 
vide that  information  which  is  vital  to  the  average  citizen 
as  well  as  to  governmental  officials  and  employees.  If 
we  had  provided  less  than  full  information  about  our 
operations,  we  could  be  accused  of  a lack  of 
accountability. 

It  is  obvious  that  not  only  the  operations  of  the  State 
Treasurer,  but  of  all  of  the  other  holders  of  public  of- 
fice, are  vital  to  all  of  our  citizens.  State  government  is 
expensive,  and  it  is  the  broad  body  of  citizens  upon 
whom  the  tax  burden  falls  to  support  it.  It  behooves 


everyone  in  any  position  of  responsibility,  therefore,  to 
give  a full  account  of  his  or  her  stewardship.  At  the 
Department  of  State  Treasurer,  we  have  attempted  to 
do  just  that.  We  hope  we  have  succeeded. 

In  recent  years,  there  seems  to  have  been  a decline 
in  the  attention  paid  to  North  Carolina’s  history.  We 
deplore  this,  and  hope  that  the  trend  — if  such  it  is  — 
may  be  reversed.  North  Carolina  has  long  prided  itself 
on  being  a progressive  State,  and  the  record  of  that  pro- 
gress can  serve  as  a light  to  the  future.  Reports  that  fewer 
and  fewer  students  in  our  colleges  and  universities  are 
majoring  in  North  Carolina  history  are  disturbing.  Let 
us  hope  that  we  can  revive  the  study  of  our  history,  for 
in  doing  so  we  can  help  ourselves  greatly. 

It  has  now  been  more  than  30  years  since  North 
Carolina:  The  History  of  a Southern  State,  by  the  late 
U.N.C.  Professors  Hugh  T.  Lefler  and  Albert  R. 
Newsome,  was  published.  When  we  consult  this  work 
it  is  often  a source  of  frustration  that  events  from  1954 
onward  are  just  not  there.  It  seems  to  us  that  we  need 
a new  and  up-to-date  history  of  North  Carolina,  and  we 
encourage  our  historians  to  accept  the  challenge  and  pro- 
vide it. 


State  Bonds  — 

An  Appropriate  Tool 
When  Used  Wisely 

Among  the  states,  North  Carolina  has  compiled  an 
impressive  record  of  responsiveness  to  the  needs  of  its 
people.  With  less  per  capita  wealth  than  many  other 
States,  the  State  of  North  Carolina  nevertheless  has  ad- 
dressed its  problems  forthrightly,  and  in  a timely  man- 
ner. As  a result,  the  well-being  of  the  people  has  been 
enhanced  and  their  social  and  economic  needs  have 
received  effective  attention. 

Though  this  has  been  our  history,  and  though  we  have 
a record  of  which  we  may  be  proud,  we  have  needs 
which  are  unmet  and  it  is  to  these  which  we  now  need 
to  turn  our  attention.  In  addressing  our  current  needs, 
there  is  first  a time  for  study  and  evaluation,  and  then 
there  will  come  a time  for  action.  In  our  view,  it  seems 
that  the  process  of  study  and  evaluation  is  now  complete, 
and  we  have  come  to  the  time  for  action.  To  us,  the  ma- 
jor areas  which  now  need  attention  are: 

Public  School  Facilities 

The  need  for  new  and  better  school  facilities  is  a top 
priority  in  almost  every  county.  The  most  recent 
statewide  survey  shows  that  there  is  a backlog  of  school 
construction  needs  amounting  to  more  than  $214  billion. 
In  its  1983  session,  the  General  Assembly  responded  to 
these  mounting  needs  by  authorizing  for  the  counties  a 
local-option  sales  tax,  of  which  40%  of  each  coun- 
ty’s share  would  be  earmarked  for  school  construction. 
In  1986,  an  additional  VsQ  was  authorized,  with  60% 
of  each  county’s  share  designated  for  school  facilities. 
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In  both  authorizations,  the  portions  earmarked  are  for 
a limited  time  and  on  a declining  percentage  basis. 

With  these  preconditions  established  — a quantified 
need  and  annual  revenues  designated  specifically  for 
school  facilities  — the  Governor  has  identified  an  ap- 
propriate role  for  the  State:  to  transform  these  revenues, 
upon  application  of  the  individual  counties,  into  debt 
service  payments  and  then  to  use  the  State  as  an  effec- 
tive credit  facility  by  taking  advantage  of  its  Triple- A 
bond  rating.  Under  this  plan,  the  State  would  issue 
bonds,  lend  the  proceeds  to  the  counties  and  then  receive 
repayment  from  the  counties  from  that  part  of  their 
share  of  the  local-option  sales  tax  proceeds  which  is 
restricted  to  school  construction  purposes. 

Should  the  State’s  100  counties  elect  to  participate, 
present  projections  indicate  that  issuance  of  State  bonds 
would  come  to  a total  figure  of  roughly  $1.3  billion. 

A giant  step  forward. 

Highway  Construction 

In  1985,  the  General  Assembly  took  appropriate  ac- 
tion to  meet  the  State’s  needs  for  additional  highway 
maintenance  and  construction  by  increasing  taxes  on 
motor  fuel  and  by  making  an  appropriation  of  these  ad- 
ditional revenues  for  the  statewide  system,  and  for  cities 
and  towns.  The  cities’  share  was  earmarked  for  street 
construction  and  street  improvements,  while  a major 
portion  going  to  the  highway  system  will  be  used  for  new 
construction. 

Having  addressed  the  matter  of  resources,  the  ques- 
tion which  remains  is  whether  we  “pay  as  we  construct,” 
or  whether  we  “pay  as  we  ride.” 

The  principle  that  seems  appropriate  for  school 
facilities  also  seems  appropriate  for  highways.  To 
transform  revenues  earmarked  for  construction  — 
whether  State  or  local  — into  debt  service  payments  will 
provide  the  means  for  accelerating  construction  projects 
which  are  included  in  the  Governor’s  10-year  plan,  and 
thus  will  reduce  the  total  construction  period  to 
something  close  to  a 5-year  plan. 

Highways  are  among  our  best  investments. 

Water  and  Sewer  Facilities 

Again,  the  General  Assembly  has  responded  ap- 
propriately to  the  pressing  needs  of  our  cities  and  towns 
in  this  vital  area  and  has  authorized  increases  in  local- 
option  sales  taxes  with  a portion  of  the  proceeds  ear- 
marked for  clean  water  facilities. 

In  this  area  also,  there  is  a role  the  State  can  play  in 
assisting  the  cities  and  towns.  This  could  take  the  form 
of  a “loan  pool”  similar  to  that  suggested  for  school 
facilities. 

The  availability  of  adequate  clean  water  — along 
with  adequate  streets  and  highways  — gives  direction 
to  economic  development. 

Economic  development  means  jobs  for  people. 

State-occupied  Office  Buildings 

If  we  look  at  the  State’s  annual  rental  expense  for  of- 


fice space  in  Raleigh,  Chapel  Hill,  Charlotte, 
Greensboro,  Fayetteville,  Durham  and  other  cities,  we 
are  immediately  impelled  to  ask:  Why  rent  when  you 
can  build  and  own  this  space  at  a cost  considerably  under 
the  costs  now  incurred?  The  rental  payments  would  ob- 
viously exceed  the  debt  service  requirements  on  the  in- 
debtness  incurred. 

Some  food  for  thought. 


The  New  North  Carolina 

As  each  successive  issue  of  this  Annual  Report  is 
published,  it  is  only  natural  that  much  attention  be  paid 
to  immediate  circumstances  — current  figures  on  the 
operations  of  the  Department,  matters  of  immediate 
concern  which  are  covered  in  this  “In  Perspective”  sec- 
tion, and  suggestions  for  possible  courses  of  action  for 
the  future. 

Underlying  all  of  these  things,  however,  is  a factor 
which  influences  all  of  us  greatly,  and  which  I think  we 
are  prone  to  overlook  because  it  lies  so  close  at  hand. 

This  is  the  fact  that  we  are  now  living  in  a “new” 
North  Carolina.  Many  accustomed  political  patterns  of 
the  past  are  now  in  flux.  We  no  longer  have  one-party 
government,  and  a more  equal  mix  of  the  power  of  our 
two  leading  political  parties  is  becoming  apparent.  No 
longer  is  selection  in  a primary  “tantamount  to  election,” 
as  the  news  media  used  to  say.  Primaries  are  still  hard- 
fought,  and  general  elections  as  well.  The  ultimate 
results  are  new  balances  of  power  in  almost  every  elec- 
tion year. 

At  the  same  time,  the  pattern  of  our  economic  past 
is  now  being  altered  even  more  radically.  The  time  is 
long  past  when  we  could  depend  upon  agriculture  as  the 
mainstay  of  our  economy.  Now,  we  are  learning  that 
we  cannot  depend  chiefly  on  traditional  manufacturing 
industries,  either.  We  have  been  thrust  — headlong,  it 
seems  — into  the  new  age  of  high  technology.  We  have 
already  taken  this  into  account  in  our  economic  plan- 
ning, but  we  must  carry  this  process  even  further  in  the 
future. 

North  Carolina  is  also  becoming  a part  of  the  new 
“service”  economy  which  the  nation  as  a whole  is 
developing.  Here,  as  elsewhere,  employment  increases 
in  this  growing  sector  are  readily  apparent;  indeed,  we 
have  tried  to  foster  them  and  we  are  now  recognizing 
our  dependence  on  them. 

No  longer  can  we  fall  back  on  familiar,  comfortable 
ways  of  either  economic  or  political  life.  Already,  we 
have  been  forced  to  meet  unexpected  challenges,  and 
there  will  continue  to  be  new  ones  to  face  in  the  future. 
In  many  ways,  this  is  much  to  be  welcomed,  for  without 
change  there  cannot  be  growth.  It  behooves  us, 
therefore,  not  to  succumb  to  pessimism,  but  to  welcome 
changes  which  will  allow  us  to  make  the  new  North 
Carolina  a better  place  in  which  to  live,  to  work,  and 
to  fulfill  our  individual  destinies. 

The  commitment  continues  . . . 
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Investment  and 
Banking  Division 


The  Investment  and  Banking  Division  is  responsible 
for  three  of  the  State  Treasurer’s  primary  functions: 

1.  Acting  as  the  State’s  Banker  by  receiving  and 
disbursing  State  moneys. 

2.  Administering  the  State’s  Cash  Management  and 
Trust  Fund  Programs  as  both  custodian  and  invest- 
ment officer. 

3 . Arranging  for  the  prompt  payment  of  principal 
and  interest  on  the  State’s  general  obligation  debt 
as  it  matures. 

These  functions  are  both  constitutional  and  statutory 
in  origin. 
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Operational  Highlights 


• Investment  and  Banking  Division  continues  to  be  a cost- 
effective  money  manager  as  it  cost  only  $.20  to  manage 
$1,000  of  assets  (based  on  total  budget). 

• Assets  under  management  at  June  30,  1986  totaled  ap- 
proximately $12.3  billion  having  increased  by  some  $6.1 
million  per  work  day. 


• Trust  Fund  assets  at  June  30,  1 986  totaled  $10.2  billion 
with  a weighted  average  yield  of  11.17%;  contributing 


to  this  return  was  a “net  cash  yield”  of  14.22%  (the  highest 
ever)  from  the  Equity  Investment  Fund  and  an  average 
book  yield  of  10.40%  (expected  to  be  the  peak  for  several 
years)  generated  by  the  Long-term  Investment  Fund. 

• The  State’s  General  and  Highway  Funds  earned  over 
$177  million,  amounting  to  more  than  $700  thousand  per 
work  day. 

• Earnings  from  the  Short-term  Investment  Fund  reach- 
ed an  all  time  high  of  approximately  $250  million. 

• Earnings  on  all  funds  under  management  amounted  to 
more  than  $1.2  billion,  producing  an  average  yield  of 
11.00%. 

• New  check  sorting  equipment  (IBM  3890  Reader-Sorter) 
and  related  software  (Doscheck)  installed  in  June  1985 
realized  the  State  a savings  of  some  $1.3  million  during 
the  fiscal  year  while  paying  for  itself  in  only  seven  months 
of  operation. 

Investment  Management 

Funds  under  management  now  total  some  $12.3 
billion  and  grew  by  more  than  $6.1  million  per  work 
day,  generating  over  $1.2  billion  in  earnings  which  pro- 
duced an  average  yield  of  11.00% . Dollars  earned  for 
pension  funds  were  greater  than  the  combined  employee 
and  employer  contributions  to  the  retirement  systems. 

The  State’s  General  and  Highway  Funds  enjoyed 
earnings  of  more  than  $177  million  or  over  $700  thou- 
sand per  work  day.  This  total  represents  the  largest 
amount  of  dollars  ever  earned  for  the  General  Fund  in 
any  fiscal  year  and  was  accomplished  even  with  the 
dramatic  decline  in  interest  rates.  Earnings  for  the 
Highway  Fund  were  behind  those  of  the  preceding  three 
years  because  of  lower  balances  and  the  lower  rates  of 
interest.  The  earnings  for  the  General  and  Highway 
Funds  are  the  state’s  largest  source  of  non-tax  revenue 
and  represent  the  fourth-largest  source  of  revenue  for 
the  General  Fund  while  being  the  third  largest  source 
for  the  Highway  Fund.  With  the  earnings  this  year,  the 
total  earned  by  the  General  and  Highway  Funds  is  ap- 
proaching $1.7  billion  since  the  program  was  initiated 
in  1949. 

While  interest  rates  fell  over  300  basis  points  on 
30-year  U.  S.  government  securities  from  June  30,  1985 
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to  June  30,  1986,  the  Long-term  Investment  Fund’s  an- 
nualized rate  of  return  actually  increased  from  10.37  % 
to  10.40%  for  the  same  period  of  time.  This  was  ac- 
complished by  active  management  which  was  able  to 
act  and  respond  to  the  ever  changing  marketplace. 
Without  this  active  management  the  return  would  have 
been  less  than  that  generated  last  year,  as  all  new  in- 
vestments are  now  made  at  rates  of  return  lower  than 
that  of  the  average  yield  on  the  portfolio.  (This  state- 
ment also  applies  to  our  Short-term  Investment  Fund.) 
In  fact,  portfolio  yields  peaked  and  started  declining  dur- 
ing the  last  few  months  of  the  fiscal  year  ended  June  30, 
1986. 

While  generating  a consistently  excellent  rate  of 
return,  the  Investment  and  Banking  Division  continues 
to  be  a very  cost-effective  money  manager.  During  the 
fiscal  year  1986,  it  cost  approximately  $.20  to  manage 
each  $1,000  of  assets  (down  from  $.22  last  year).  This 
cost  is  comprised  of  the  entire  operating  budget  of  the 
Investment  and  Banking  Division. 

Bevenues  are  generated  through  investment  pools  and 
supplemental  income  producing  programs  utilizing  high 
quality  investment  vehicles.  The  investment  pools  are 
described  later  in  this  narrative  in  detail,  including  the 
stated  objective  and  investment  methods  utilized  in  each 
case. 

We  believe  that  the  time  has  come  to  consider  fur- 
ther diversification  in  our  investment  programs  on  a pru- 
dent and  reasonable  basis  as  a fiduciary.  As  an  exam- 
ple: in  “international  investing,”  we  are  no  longer  in- 
vesting in  a marketplace  impacted  by  the  United  States 
economy  alone  but  find  that  it  is  influenced  by  occur- 
rences all  over  the  world.  This  “world-wide 
marketplace”  has  already  been  tapped  by  our  pension 
funds  through  participation  in  various  qualifying  inter- 
national mutual  funds  (stocks)  in  our  Equity  Investment 
Fund.  The  results  are  positive  and  dramatic.  At  June 
30,  1986  our  cost  of  “international  investments”  in  the 
equity  pool  was  $23.3  million;  the  market  value  was 
$36.8  million. 

The  international  fixed-income  (bond)  market  should 
now  be  looked  into  as  yet  another  step  in  diversification 
(spreading  of  risk).  Another  area  that  might  be  con- 
sidered in  a likewise  prudent  and  reasonable  manner  is 
that  of  “venture  capital  investing.”  If  approached  with 
an  understanding  of  its  potential  risk  and  rewards  while 
realizing  that  it  is  a long-term  approach  to  investing, 
then  it  may  have  a place  in  our  investment  program. 

These  newer  investment  possibilities  are  not  likely, 
over  time,  to  add  volatility,  but  should,  in  fact,  have 
a smoothing  or  leveling  impact  as  a result  of  the  “all  the 
eggs  aren’t  in  one  basket”  concept. 

Chart  1 shows  the  types  of  investments  owned  by  the 
funds  under  management. 


Chart  1 

TYPES  OF  INVESTMENTS  OWNED  BY 
FUNDS  UNDER  MANAGEMENT 
As  of  June  30,  1986 


Real  Estate 


$396,853,361 

3.3% 


Total  Investments  = $12,039,559,512 

THE  BASIC  FUNCTIONS 

Acting  as  the  State’s  Banker 

North  Carolina  utilizes  a warrant  system  to  disburse 
funds.  Under  this  system,  the  State  Treasurer  performs 
the  function  of  a commercial  bank  for  State  agencies, 
departments  and  institutions.  The  advantage  of  the  war- 
rant system  is  that  the  banker’s  “float,”  and  the  earn- 
ings thereon,  are  captured  for  the  State. 

Receiving  State  Moneys  — The  General  Assembly  of 
North  Carolina  has  provided  the  State  with  a centraliz- 
ed system  of  receiving  and  disbursing  State  moneys. 
Under  this  system,  all  revenues  collected  by  an  agency, 
department  or  institution  on  behalf  of  the  State  must  be 
deposited  daily  to  the  account  of  the  State  Treasurer, 
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in  a bank  designated  by  him  for  that  purpose.  A com- 
panion provision  requires  that  the  Treasurer  be  notified 
promptly  of  such  deposits.  This  procedure  assures  that 
the  State  itself  will  be  the  primary  beneficiary  of  the  flow 
of  funds  through  its  bank  accounts  in  the  course  of  con- 
ducting State  business. 

Disbursing  State  Moneys  — Since  North  Carolina  does 
not  maintain  checking  accounts  through  which  to  pay 
its  obligations,  the  State  Treasurer  acts  as  banker  for  the 
various  agencies,  departments  and  institutions  of  the 
State  as  they  disburse  authorized  moneys.  Accounts  are 
maintained  for  each,  just  as  a commercial  bank  main- 
tains accounts  for  its  customers.  In  order  to  disburse 
funds  to  meet  a valid  obligation,  a warrant  is  drawn  on 
the  State  Treasurer  in  payment.  These  warrants  are  pro- 
cessed through  the  commercial  banking  system  and 
ultimately  presented  to  the  Operations  Section  of  the 
Division  for  payment.  The  validity  of  each  warrant  is 
checked  before  it  is  charged  against  the  account  of  the 
issuing  agency,  department  or  institution.  The  present- 
ing bank  is  reimbursed  through  the  Treasurer’s  central 
clearing  accounts,  which  are  maintained  in  various 
Raleigh  banks  for  this  express  purpose. 

Administering  the  State's  Cash  Management  and  Trust 
Fund  Investment  Programs 

The  Treasurer  is  the  State’s  chief  investment  officer. 
As  such,  he  is  directed  to  “establish,  maintain,  ad- 
minister, manage  and  operate”  investment  programs, 
pursuant  to  the  applicable  statutes,  for  all  funds  on 
deposit.  In  so  doing,  the  State  Treasurer  “shall  have  full 
power  as  a fiduciary”  and  shall  manage  the  investment 
programs  so  that  the  assets  “may  be  readily  converted 
into  cash  as  needed.” 

General  Investment  Objective  — The  objective  for  all 
investment  programs  is  to  achieve  the  highest  yield  con- 
sistent with  safety  of  principal.  Prudence  in  discharg- 
ing this  fiduciary  obligation  requires  that  all  investments 
be  reviewed  constantly,  so  that  opportunities  in  the 
secondary  markets  to  improve  the  quality  and/or  the 
yield  are  not  overlooked. 

Operating  Policy  — In  conducting  the  activities  of  the 
Investment  and  Banking  Division,  it  is  the  Treasurer’s 
policy  to  do  business  within  the  State  of  North  Carolina, 
whenever  it  can  be  done  at  no  disadvantage  to  the  Cash 
Management  or  the  Trust  Fund  Programs.  As  an  exam- 
ple, whenever  either  program  participates  as  a buyer  in 
an  underwriting  of  securities,  equity  or  fixed  income, 
purchases  are  allocated  among  the  known  in-State 
underwriters. 

The  Cash  Management  Program 

The  Division  computes  daily  the  excess  cash  which  is 
available  for  investment,  a figure  derived  from  the  end- 
ing balances  of  the  previous  day,  plus  or  minus  the  net 


difference  between  the  certified  deposits  and  the  disburs- 
ing warrants  for  the  current  day.  This  excess  cash  in  the 
State  Treasurer’s  central  clearing  accounts  is  then  in- 
vested in  highly  liquid,  short-term  securities  as  authoriz- 
ed by  statute. 

Because  the  Treasurer’s  cash  balances  are  ultimately 
subject  to  disbursement  upon  presentation  of  valid  war- 
rants, the  primary  considerations  in  making  investments 
are  safety  and  liquidity;  the  secondary  consideration  is 
income.  The  invested  assets  of  the  Cash  Management 
Program  fluctuated  between  $2.2  billion  and  $2.9  billion 
during  the  fiscal  year.  Revenues  from  the  Cash  Manage- 
ment Program  were  approximately  $250  million  in  the 
fiscal  year  ended  June  30,  1986.  Of  this  total,  $177 
million  was  earned  for  the  General  and  Highway  funds. 
This  brings  the  total  earned  for  these  funds  to  almost 
$1.7  billion  since  the  inception  of  the  Cash  Management 
Program  in  1949.  Table  4 shows  the  earnings  for  the 
General  Fund  and  Highway  Fund  since  1949. 

As  part  of  the  Cash  Management  Program,  the 
Treasurer  may  invest  in  Certificates  of  Deposit  and  Sav- 
ings Certificates  issued  by  North  Carolina  banks  and  sav- 
ings and  loans.  As  of  June  30,  1986,  $153  million  was 
invested  in  these  North  Carolina  financial  institutions. 

The  Treasurer  sets  the  interest  rate,  which  by  State 
law  may  not  be  less  than  the  return  available  in  the 
market  on  U.  S.  Government  and/or  Agency  securities 
of  comparable  maturity.  Current  practice  is  to  purchase 
such  certificates  with  a term  of  six  months,  and  to 
schedule  maturities  weekly,  in  order  to  afford  a measure 
of  liquidity.  Chart  2 indicates  the  fluctuation  in  interest 
rates  on  Certificates  of  Deposit  and  Savings  Certificates 
during  the  fiscal  year. 
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Chart  2 


INTEREST  RATES 
ON  CERTIFICATES  OF  DEPOSIT 
AND  SAVINGS  CERTIFICATES 
July  1,  1985  - June  30,  1986 


Rate  ( % ) Effective  Date 


7 
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07-01-85 

7 
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07-10-85 

7 

5/8 

07-17-85 

7 
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07-24-85 

7 
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07-31-85 

8 

08-07-85 

7 
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08-14-85 

7 

3/4 

08-28-85 

8 

1/2 

09-11-85 

8 

3/8 

09-18-85 

8 

1/8 

10-02-85 

8 

1/4 

10-09-85 

8 

1/2 

10-16-85 

8 

3/8 

11-06-85 

8 

1/8 

11-20-85 

8 

3/8 

12-04-85 

8 

1/8 

12-11-85 

7 

5/8 

12-18-85 

7 

3/4 

12-27-85 

Rate  ( % ) 

Effective  Date 

7 5/8 

01-02-86 

7 7/8 

01-15-86 

7 3/4 

01-29-86 

71/2 

02-26-86 

7 1/4 

03-05-86 

-7  1/8 

03-12-86 

7 

03-19-86 

6 7/8 

03-26-86 

6 3/4 

04-09-86 

6 1/2 

04-16-86 

6 3/8 

04-23-86 

6 1/2 

04-30-86 

6 5/8 

05-14-86 

6 7/8 

05-21-86 

6 5/8 

05-28-86 

6 7/8 

06-04-86 

6 5/8 

06-18-86 

6 1/2 

06-25-86 

The  Trust  Fund  Investment  Program 

The  Trust  Funds  are  composed  primarily  of  the 
holdings  of  seven  Retirement  Systems,  the  two  largest 
being  the  Teachers’  and  State  Employees’  Retirement 
System  and  the  Local  Governmental  Employees’  Retire- 
ment System.  To  the  Retirement  Systems  belong  more 
than  98%  of  all  the  Trust  Fund  assets  under 
management. 

The  Retirement  Systems’  investment  integrity  is  held 
inviolate  by  Article  V,  Section  6(2)  of  the  North  Carolina 
Constitution,  which  provides: 

“Neither  the  General  Assembly  nor  any 
public  officer,  employee,  or  agency  shall 
use  or  authorize  to  be  used  any  part  of  the 
funds  of  the  Teachers’  and  State 
Employees’  Retirement  System  or  the 
Local  Governmental  Employees’  Retire- 
ment System  for  any  purpose  other  than 
retirement  system  benefits  and  purposes, 
administrative  expenses,  and  refunds;  ex- 
cept that  retirement  system  funds  may  be 
invested  as  authorized  by  law,  subject  to 
the  investment  limitation  that  the  funds 
of  the  Teachers’  and  State  Employees’ 
Retirement  System  and  the  Local  Govern- 
mental Employees’  Retirement  System 
shall  not  be  applied,  diverted,  loaned  to, 
or  used  by  the  State,  any  State  agency, 

State  officer,  public  officer,  or  public 
employee.” 


In  addition  to  the  Trust  Funds  of  the  Retirement 
Systems,  numerous  other  Trust  Funds  are  managed,  in- 
cluding the  North  Carolina  Teachers’  and  State 
Employees’  Benefit  Trust,  the  North  Carolina  Employee 
Disability  Fund,  the  State  Treasurer’s  Escheat  Fund, 
various  Educational  Trust  Funds,  the  State  Property  Fire 
Insurance  Fund,  the  Workmen’s  Compensation  Funds, 
the  Insured  Student  Loan  Program  and  the  Wildlife  En- 
dowment Fund. 

Trust  Fund  assets  under  management  reached  a total 
of  $10.2  billion  on  June  30,  1986.  The  composite  average 
annualized  yield  was  11.17%.  Charts  3 and  4 show  the 
Invested  Funds  and  the  Rate  of  Return  since  1982. 


TRUST  FUND  INVESTMENTS 


Chart  3 

Billions  of  Invested  Funds 

Dollars  At  June  30 


1982  1983  1984  1985  1986 


Percent 

% 


Rate  of  Return 
At  June  30 


Chart  4 


1982  1983  1984  1985  1986 
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The  investment  objectives  of  both  the  Cash  Manage- 
ment and  the  Trust  Fund  Programs  are  achieved  through 
participation  in  one  or  more  investment  funds  or  “pools” 
established  by  the  Treasurer  as  authorized  by  State  law. 
These  are: 

The  Liquid  Asset  Fund 
The  Short-term  Investment  Fund 
The  Long-term  Investment  Fund 
The  Equity  Investment  Fund 
The  Real  Estate  Investment  Fund 

The  Trust  Fund  Investment  Program  participates  in 
the  investment  pools,  in  accordance  with  the  statutory 
authority  and  needs  of  the  individual  funds.  The  cost 
of  the  investment  management  function  is  shared 
equitably,  in  the  ratio  of  each  fund’s  participation. 

Charts  5 and  6 illustrate  the  Distribution  of  Assets  by 
Investment  Fund  and  Distribution  of  Investments  by 
Participants. 

Chart  5 

DISTRIBUTION  OF  ASSETS 
BY  INVESTMENT  FUND 
June  30,  1986 


Chart  6 

DISTRIBUTION  OF  INVESTMENTS 
BY  PARTICIPANTS 
June  30,  1986* 


6.7% 

Total  of  All  Participants  = $12,315,096,986 

‘Includes  Float  On  Outstanding  Unpaid  Warrants 


Investment  Activity 

Liquid  Asset  Fund  — The  State  Treasurer  maintains 
this  fund  (established  in  1982)  as  an  investment  alter- 
native available  to  “any  official,  board,  commission, 
other  public  authority,  local  government,  school  ad- 
ministrative unit,  local  ABC  board,  or  community  col- 
lege of  the  State  having  custody  of  any  funds  not  required 
by  law  to  be  deposited  with  and  invested  by  the  State 
Treasurer ” 

Objective:  To  provide  a daily  income  fund  with  max- 
imum safety  and  liquidity  for  those  public 
entities  listed  in  G.S.  147-69. 3(b)  which 
are  permitted  to  voluntarily  deposit  funds 
with  the  State  Treasurer  for  investment. 

Method:  Investment  vehicles  authorized  in  G.S. 

147-69.1  are  employed  to  invest  the  cash 
of  the  fund  in  such  a manner  as  to  be  able 
to  meet  any  withdrawal  demand  on 
request. 

The  1985-86  and  1984-85  fiscal  years  are  compared 
below: 


Total  Assets  = $12,343,450,758 


June  30,  1986  June  30,  1985 


Assets 

Net  Annualized  Rate  of  Return 
Repurchase  Agreements  Executed 
Par  Value  of  Repurchase  Agreements 
During  the  Year 
Earnings  for  Year 


$18.4  million 
7.52% 
490 

$6,751,412,000 

$1,074,540 


$14.8  million 

9.13% 

493 

$7,027,413,102 

$1,297,744 
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In  order  to  meet  the  need  for  withdrawal  of  funds, 
most  investments  during  the  fiscal  year  were  made  in 
repurchase  agreements  maturing  on  the  next  business 
day. 

Short-term  Investment  Fund  — The  Cash  Manage- 
ment Program  (established  in  1949),  because  of  its 
primary  need  for  safety  and  liquidity,  is  totally  invested 
in  the  Short-term  Investment  Fund.  Also  participating 
are  the  cash  balances  of  the  Liquid  Asset,  Long-term, 
Equity  and  Real  Estate  Investment  Funds.  Thus,  all  cash 
in  any  fund  under  the  Treasurer’s  management  is  always 
fully  invested. 

Objective:  To  provide  safety,  liquidity  and  income 
on  average  monthly  balances  for  the 
General  Fund  and  the  Highway  Fund, 
and  for  other  participants  permitted  or 
required  by  law  to  deposit  funds  with 
the  State  Treasurer  for  investment. 

Method:  Investment  vehicles  authorized  in  G.S. 

1 4 7-69. 1 are  employed  to  invest  all  cash 
in  the  fund  in  excess  of  the  amount  re- 
quired to  meet  current  needs,  in  such 
manner  as  to  be  “readily  convertible  in- 
to cash”  as  required  by  law. 

The  1985-86  and  1984-85  fiscal  years  are  compared 
below: 


June  30,  1986 

June  30,  1985 

Assets 

$ 2,735,114,111 

$ 2,321,745,014 

Net  Annualized  Rate  of  Return 

10.29% 

10.96% 

Participants 

Net  Earnings 

General  Fund 

$ 151,346,427 

$ 133,076,748 

Highway  Fund 

26,485,263 

33,344,149 

Retirement  Funds 

5,527,918 

6,037,613 

Various  Special  & Trust  Funds 

66,144,046 

61,746,567 

Total  Net  Earnings  Distributed 

$ 249,503,654 

$ 234,205,077 

Number  of  Repurchase  Agreements 

Executed 

835 

1,228 

Par  Value  of  Repurchase  Agreements 

$46,017,415,000 

$59,750,120,000 

Number  of  Securities  Maturing, 

Purchased  or  Exchanged 

1,203 

802 

Par  Value  of  Securities  Maturing, 

Purchased  or  Exchanged 

$16,825,120,000 

$ 6,720,000,000 

Number  of  Exchanges 

295 

277 

Certificate  of  Deposit  and 

Savings  Certificates 

Certificates  Renewed 

328 

314 

New  Certificates  Issued 

29 

54 

Certificates  Paid  Off 

30 

32 

Listed  below  is  breakdown  of  investments  in  the  Short- 
term Fund  as  of  June  30,  1986: 


Par  Value 

Percentage 
of  Portfolio 

Average  Yield 

U.  S.  Treasury  Notes 

$1,950,000,000 

73.0% 

10.79% 

U.  S.  Treasury  Bills 

110,000,000 

4.1 

6.16 

U.  S.  Agency 

244,800,000 

9.2 

9.84 

Commercial  Paper 

158,000,000 

5.9 

6.71 

Bankers  Acceptances 

28,000,000 

1.0 

6.43 

Repurchase  Agreements 

28,918,722 

1.1 

7.12 

Certificates  of  Deposit 
and  Savings  Certificates 

152,942,000 

5.7 

Ranged  from 
6.375%  to  7.875% 

Charts  7,  8 and  9 show  the  average  assets,  the  earn- 
ings and  annualized  rate  of  return  generated  by  the 
Short-term  Investment  Fund  since  1982. 


SHORT-TERM  INVESTMENT  FUND 

Chart  7 


Billions  of 

Dollars  Average  Assets 


Chart  8 


Millions  of 


1982  1983  1984  1985  1986 
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Chart  9 

Net  Annualized  Rate 


1982  1983  1984  1985  1986 


Long-term  Investment  Fund  — The  Investment  Pro- 
gram represented  by  this  fund  was  started  in  1941  on 
behalf  of  pension  and  other  trust  funds  and  is  now  pro- 
ducing an  annualized  yield  of  10.40  % . 

Objective:  To  provide  the  maximum  safe  return  on 
the  fixed-income  investments  of  the  North 
Carolina  Retirement  Systems,  and  other 
participants  required  or  permitted  to 
deposit  funds  with  the  State  Treasurer  for 
investment,  in  conformity  with  the  con- 
cepts of  fiduciary  responsibility  and  pru- 
dent investment  management. 

Method:  Investment  vehicles  authorized  in  G.S. 

147-69.2  are  employed  to  invest  the  cash 
of  the  fund,  and  to  exchange  the  assets  of 
the  fund  as  the  market  permits  in  order  to 
improve  the  income  and/or  quality  of  the 
fund. 

The  assets  of  the  Long-term  Investment  Fund  totaled 
$7.8  billion  at  June  30,  up  from  $6.9  billion  last  year. 
The  annualized  rate  of  return  was  10.40  % , an  increase 
of  3 basis  points  over  the  10.37  % reached  in  June,  1985. 
This  was  accomplished  even  though  a total  of  some  $1.4 
billion  in  high-quality  securities  (“AA  or  better”)  were 
purchased  (new  money  investments)  producing  an 
average  yield-to-maturity  of  9.56  % . New  money  in- 
vestments were  made  last  year  at  an  average  yield  of 
11.82  % . The  cash  yield  generated  by  this,  the  largest  of 
our  investment  funds,  has  peaked. 


The  quality  of  the  portfolio  remains  very  good,  as 
shown  below. 


quality  naung 

AAA 

luiie  ou,  Ajjou 

63% 

1 U11C  OU,  JL iWU 

62% 

AA 

35 

37 

A 

2 

1 

100% 

100% 

Average  Maturity 

19.60  years 

20.09  years 

Activity  during  the  1985-86  and  1984-85  fiscal  years 
is  compared  below: 


1985-86 


Par  Value,  Purchases $ 1,337,952,430 

Number  of  Purchases 297 

Par  Value,  Sales $ 199,000,000 

Number  of  Sales 22 

Par  Value,  Bond  Exchange  Transactions.  ...  $ 4,197,150,200 

Number  of  Exchange  Proposals  Executed.  . . 179 

Par  Value,  Bond  Exchange  Proposals $26,325,623,630 

Number  of  Exchange  Proposals  Analyzed.  . 1,511 


1984-85 

$ 671,676,000 

187 

$ 108,000,000 
10 

$ 3,270,400,000 
211 

$21,622,199,000 

569 


Assets  of  the  portfolio  were  distributed  as  follows: 


6/30/86 

6/30/85 

Governments 

40.4% 

37.1  % 

Utilities 

25.9 

28.4 

Industrials 

27.8 

29.6 

Financial 

5.9 

4.9 

100.0% 

100.0% 

Equity  Investment  Fund  — The  Equity  Investment 
Program  (established  in  1961)  is  provided  solely  for  par- 
ticipation by  the  North  Carolina  Retirement  Systems. 

Objective:  To  seek  a maximum  total  return  on  the 
equity  portfolio  consistent  with  the  ap- 
plicable State  law,  the  concept  of  prudent 
investment  management,  and  the  public 
nature  of  the  fund. 

“ Cash  Return”  shall  mean  dividend  in- 
come plus  net  realized  capital  gains,  earn- 
ings on  temporary  cash  investments  and 
any  other  cash  income  directly  at- 
tributable to  the  Equity  Investment  Fund. 
On  a trailing  twelve-month  basis,  as  well 
as  inception-to-date  basis  there  is  a 
minimum  annual  “ Cash  Return”  objective 
of  exceeding  the  actuarial  assumption  (cur- 
rently 7V2  %)  by  two  hundred  and  fifty 
basis  points. 

“ Total  Return”  shall  consist  of  the  “ Cash 
Return”  plus/minus  unrealized  gains  and 
losses. 

Method:  Investment  advisors  are  retained  as 

authorized  in  G.S.  147-69. 3(g).  Recom- 
mendations are  from  among  investments 
as  authorized  in  G.S.  147-69.2(6).  The 
State  Treasurer’s  investment  staff  is  respon- 
sible for  all  trading  activity. 
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Assets  of  the  fund  totaled  $2.1  billion  or  21  % of  the 
Retirement  Systems’  Investments.  The  Equity  Invest- 
ment Fund  is  managed  by  six  outside  “equity  advisors” 
on  a non-discretionary  basis.  At  June  30,  1986,  84%  of 
the  Equity  Investment  Fund  balances  was  invested  in 
the  equity  (stock)  market  while  16%  was  invested  in  cash 
equivalents  in  the  Short-term  Investment  Fund. 

With  a gain  in  the  Dow  Jones  Industrial  Average  of 
557.26  points  for  the  1985-86  fiscal  year,  the  total  market 
value  of  the  Equity  Investment  Fund  gained  $758 
million.  An  additional  $50  million  of  cash  was  added 
to  the  Equity  Investment  Fund  during  the  year.  The  six 
Equity  Advisors  realized  net  capital  gains  of  $167.3 
million  for  the  fiscal  year  contributing  to  a “net  cash 
yield”  of  14.22%  (the  highest  ever).  The  equity  trading 
staff  executed  trades  involving  29.3  million  shares  of 
stock  during  the  year.  Commissions  averaged  7.3  cents 
a share  and  were  paid  to  39  different  brokerage  houses 
(21  with  in-state  offices). 

Reporting  on  the  same  basis  as  in  previous  years,  the 
performance  of  our  Covered  Call  Option  Writing  Pro- 
gram was  not  as  good  during  the  very  strong  equity 
market  of  the  past  year.  Net  premiums  collected 
amounted  to  some  $1.5  million  bringing  the  total 
generated  to  $19.6  million  since  the  program  was  started 
in  1980.  Net  profit  for  the  year  showed  a negative  $825 
thousand  as  a result  of  option  “buy-backs”  which  occur- 
red in  order  to  tender  stocks  to  acquiring  vendors  at  even 
higher  prices  or  to  write  a new  option  with  a later  and 
higher  strike  price  generating  more  profits,  as  net- 
captured  gains,  when  the  call  is  exercised.  For  an  ac- 
counting explanation  see  Note  4 to  The  Financial 
Statements  of  The  Pooled  Investment  Fund. 

The  1985-86  and  1984-85  fiscal  years  are  compared 
below: 


Equity  Activity 

1985-86 

1984-85 

Purchase  Transactions 

760 

741 

Purchase  Amount 

$743,207,588 

$553,967,791 

Sale  Transactions 

633 

506 

Sale  Amount 

$684,982,352 

$471,477,600 

Option  Activity 

Opening  Transactions 

138 

155 

Amount 

$ 5,323,822 

$ 5,855,069 

Closing  Transactions 
(including  expirations 

and  exercises) 

150 

155 

Amount 

$ 8,912,073 

$ 6,229,010 

Real  Estate  Investment  Fund  — The  Real  Estate  In- 
vestment Program  (established  in  1984)  is  provided  ex- 
clusively for  participation  by  the  North  Carolina  Retire- 
ment Systems. 

Objective:  To  provide  additional  diversification, 
while  being  an  inflation  hedge  generating 
a relatively  stable  flow  of  current  income 
for  the  North  Carolina  Retirement 
Systems. 

Method:  Investment  vehicles  authorized  in  G.S. 

1 47-69. 2(b)(5a)  are  employed  to  invest  the 
cash  of  the  fund  in  shares  of  beneficial  in- 
terest in  real  estate. 

Investments  are  in  pooled  separate  accounts  manag- 
ed by  insurance  companies,  group  trusts,  common  or  col- 
lective trust  funds  of  banks  or  real  estate  investment 
trusts  having  assets  in  excess  of  $100  million  located 
within  the  United  States.  Each  account  has  been 
specifically  tailored  for  tax-exempt  participants. 

Our  four  managers,  philosophies  and  strategies  dif- 
fer, yet  complement  each  other  by  offering  broad  diver- 
sification in  various  types,  sizes,  locations  and  financial 
structures  in  305  properties. 

The  fund  grew  from  a market  value  of  $86. 1 million 
at  June  30,  1985  to  $129.1  million  on  June  30,  1986, 
generating  a net  cash  return  of  8.42  % and  a total  return 
of  9.68  % . Approximately  $28.3  million  was  contributed 
during  the  year  to  an  additional  manager  and  two  ex- 
isting managers. 

Comparative  data  showing  investments  by  type  for 


the  last  two  years 

follows: 

June  30,  1986 

June  30,  1985 

Office 

40% 

56% 

Office  (R&D) 

5 

16 

Apartments 

20 

6 

Retail 

13 

8 

Industrial 

5 

5 

Hotel 

4 

6 

Cash 

13 

3 

100% 

100% 

Supplemental  Income  Program  — 

Additional  income 

resulting  from  the  active  management  of  the  Investment 
Funds  for  the  fiscal  year  totaled  $5. 1 million.  This  is  two 
and  one-quarter  times  the  entire  operating  budget  of  the 
Investment  and  Banking  Division,  which  was 
$2,222,921. 


Investment  Fund 


Source  of  Earnings 

Liquid  Asset 
and 

Short-Term 

Long-Term 

Equity 

Totals 

Fail  Balance  Investments 
Securities  Lending 
Options  Writing 

Dividend  Re-investment 

$ 18,611 
1,414,421 

$ 164,748 
3,917,926 

$ 3,552 

105,567 
(825,1901 
332,746 

$ 186,911 
5,437,914 
(825,190) 
332,746 

Grand  Totals 

$1,433,032 

$4,082,674 

$(383,325) 

$5,132,381 

‘See  the  discussion  under  Equity  Investment  Fund  in  the  first  column  of  this 
page. 
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Payment  of  the  State’s  Debt 

As  the  State’s  chief  financial  officer,  the  Treasurer  is 
charged  with  the  responsibility  of  making  timely  pay- 
ment of  principal  and  interest  on  North  Carolina’s 
General  Obligation  debt,  a function  vital  to  the 
maintenance  of  our  “AAA”  rating. 

The  Investment  Management  and  Operations  Sections 
arrange  to  have  “readily  available  funds”  in  the  hands 
of  the  paying-agent  banks  on  due  date.  (Complete  in- 
formation as  to  amounts  of  principal  and  interest  due, 
by  issue,  is  furnished  by  the  Division  of  State  and  Local 
Government  Finance.)  If  the  total  involved  is  large,  a 
repurchase  agreement  may  be  executed  with  the  local 
paying-agent  bank  to  mature  on  due  date,  thus  becom- 
ing “good  money”  on  a timely  basis.  Smaller  amounts 
are  supplied  on  due  date  by  the  Operations  Section  by 
wire  transfer  of  “good  money.” 

Through  these  arrangements,  the  bondholders  have 
access  to  their  money  as  promised;  meanwhile,  the  funds 
are  invested  for  the  benefit  of  the  State  until  the  last 
possible  moment. 

OTHER  ACTIVITIES 

Accounting  — The  Accounting  Section  of  the  Divi- 
sion performs  the  accounting  function  for  the  Treasurer 
as  it  relates  to  his  investment  and  banking  respon- 
sibilities. The  accounting  for  the  transactions  of  each  in- 
vestment fund  is  somewhat  similar  to  the  accounting  for 
mutual  funds  in  the  private  industry  sector. 
Sophisticated  participant  accounting  ledgers  are  main- 
tained for  each  investment  fund  so  that  each  partici- 
pant’s units  of  ownership  can  be  accounted  for  and  earn- 
ings can  be  distributed  according  to  the  rules  and  regula- 
tions governing  each  fund.  A general  ledger,  subsidiary 
ledgers  and  journals  for  each  investment  fund  are  main- 
tained by  the  Section.  It  is  from  these  accounting  records 
that  the  Section  prepares  interim  financial  statements 
and  other  management  information  reports  upon 
request. 

During  the  fiscal  year  the  Investment  Accounting 
System  “IAS™”  automation  project  was  re-directed 
towards  the  implementation  of  a more  recent  version  for 
the  Equity  Investment  Fund  and  the  Liquid  Asset  Fund. 
The  re-direction  of  the  “IAS™”  project  also  included 
the  automation  of  the  Short-term  Investment  Fund 
general  ledger,  which  has  been  completed.  The  account- 
ing for  all  investment  funds  will  be  automated  during 
the  next  fiscal  year. 

The  Accounting  Section  maintains  ledgers  that  are 
critical  to  the  State’s  system  of  financial  checks  and 
balances.  The  appropriations,  receipts  and 
disbursements  of  all  State  agencies  and  institutions  are 
recorded  in  the  budgetary  ledgers.  Totals  by  transaction 
type  are  balanced  with  the  State  Disbursing  Office  at 
the  end  of  each  month.  A bank  ledger  is  maintained  to 


account  for  all  banking  transactions,  including  the 
deposit  of  funds  into  the  State  Treasurer’s  State- wide 
Depository  Accounts,  warrant  clearings  and  investment 
transactions,  that  result  from  the  State  Treasurer’s  func- 
tion of  acting  as  banker  for  all  state  agencies  and  institu- 
tions and  as  the  State’s  chief  investment  officer.  The  bank 
ledger  is  extremely  important  as  it  is  used  to  reconcile 
depository  and  central  clearing  account  bank  statements 
and  to  monitor  the  bank  account  balances  on  a daily 
basis. 

Operations /Banking  — The  Banking  Unit  of  the 
Operations  Section  accepts  State  warrants  for  payment 
from  ten  area  banks  as  well  as  from  the  Charlotte  Branch 
of  the  Federal  Reserve  Bank.  As  the  banks’  cash  letters 
are  balanced  daily,  valid  warrants  are  charged  against 
the  proper  disbursing  accounts  of  the  various  State  agen- 
cies. The  disbursing  account  service,  similar  to  the  com- 
mercial checking  account  service  provided  by  the  bank- 
ing community,  renders  statements  to  some  575  active 
accounts.  In  addition,  the  Unit  provides  magnetic  tapes 
of  warrants  paid  to  163  of  these  accounts  to  facilitate 
automatic  account  reconciliation.  The  number  of  war- 
rants processed  by  the  Unit  during  fiscal  year  1985-86 
increased  over  the  number  processed  during  the  prior 
fiscal  year  only  slightly,  from  14,644,162  to  14,655,081. 
Activity  associated  with  maintenance  of  the  accounts  in- 
cluded the  processing  of  1,111  alleged  forgeries  and 
19,205  stop  payments. 

Tremendous  cost  savings  resulted  from  the  first  full 
year’s  operation  of  new  check  sorting  equipment,  which 
became  operational  June  1,  1985.  Installed  at  a cost  of 
approximately  $567,000,  the  IBM  3890  Reader-Sorter 
realized  the  State  a savings  of  approximately  $1.3  million 
during  the  fiscal  year.  The  system  had  paid  for  itself  after 
only  seven  months  of  operation.  The  savings  resulted 
mainly  from  an  increased  percentage  of  funds  available 
for  investment,  due  to  the  reduction  of  balances  main- 
tained in  the  ten  clearing  banks,  by  a daily  average  sum 
of  $15.9  million.  Previously,  the  clearing  banks  were  re- 
quired to  fine-sort  warrants  by  account  number  before 
presentment,  a service  which  dictated  higher  bank 
balances.  The  new  system  allows  the  State  Treasurer  to 
perform  this  fine-sorting  instead  of  the  banks.  In  addi- 
tion, the  Operations  Section  began,  on  October  1,  1985, 
using  the  system  to  process  receipts.  By  using  the  system 
to  prepare  qualified  deposits,  cash  letters  are  presented 
directly  to  depository  banks,  with  same  day  availabili- 
ty for  investment.  The  new  system  is  slightly  less  costly 
to  run  than  the  one  replaced,  and  in  addition,  allowed 
the  Division  to  easily  handle  heavy  volume  days  during 
the  income  tax  refund  season. 

The  Division  also  worked  closely  during  the  year  with 
the  staff  of  the  Department  of  Revenue  in  their  efforts 
to  install  remittance  processing  equipment.  Ar- 
rangements were  made  with  six  Raleigh  banks  to  allow 
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the  Department  of  Revenue  to  deposit  qualified  “on-us” 
items  directly  with  the  various  banks,  instead  of 
depositing  unqualified  mixed  deposits  with  only  one 
bank.  Such  an  arrangement  has  greatly  speeded  up  the 
availability  of  a large  portion  of  the  Department  of 
Revenue’s  daily  deposit.  With  the  Department  of 
Revenue  being  the  largest  depositor  of  State  funds,  the 
new  system  has  had  a tremendous  impact  on  investment 
earnings  generated  by  our  Cash  Management  Program. 
At  June  30,  the  Revenue  Department  reported  that  the 
system  had  generated  additional  earnings  of  approx- 
imately $330,000  since  it  became  operational  during 
January  1986. 

Operations /In vestment  — The  Investment  Unit  of  the 
Operations  Section  is  primarily  responsible  for  the  com- 
pletion of  all  investment  transactions  after  they  have 
been  entered  into  by  the  Investment  Management  Sec- 
tion, which  entails  consummating  the  receipt  and 
delivery  of  the  securities  traded  versus  payment. 
Associated  with  this  function  is  the  timely  collection  of 
all  interest  and  dividend  payments,  as  well  as  all  matur- 
ing securities. 

In  order  to  take  advantage  of  the  modern  concepts 
of  book-entry  and  central  depositories,  the  custodian 
functions  of  all  eligible  securities  are  performed  through 
contractual  arrangements  by  The  Bank  of  New  York. 
The  Bank  of  New  York  utilizes  both  the  Depository  Trust 
Company  and  the  Federal  Reserve  book-entry  system. 
These  arrangements  enable  the  State  to  participate  ac- 
tively in  the  securities  lending  market. 

The  Unit  also  monitors  the  collateralization  of  public 
deposits  in  North  Carolina  banks  and  savings  and  loan 
associations.  Collateralization  is  required  for  deposits 
exceeding  any  FDIC,  FSLIC  or  FIAC  coverage.  At 
June  30,  1986,  some  ninety-one  depositories  had 
securities  with  a total  par  value  of  nearly  $1.5  billion 
pledged  to  the  State  Treasurer  through  seventeen  dif- 
ferent escrow  agents.  Fifty-two  of  these  depositories  were 
“Option  2”  institutions,  utilizing  a program  where  their 
individual  accounts  with  the  State  Treasurer  covered  the 
deposits  of  local  governmental  entities  across  the  State. 
Of  the  total  securities  pledged  at  June  30,  1986,  approx- 
imately 16%  was  to  secure  State  deposits. 

In  other  areas  of  responsibility  the  Unit  provides 
safekeeping  services  for  securities  held  as  “good  faith 
deposits”  for  other  State  agencies,  including  the  Depart- 
ments of  Agriculture,  Public  Education  and  Revenue. 
These  securities  amounted  to  $3.5  million  at  June  30, 
1986.  A statement  of  securities  held  in  trust  is  shown  in 
Table  3 on  Page  A-39.  Securities  previously  held  for  the 
Department  of  Insurance  were  transferred  during  the 
year  to  United  Carolina  Bank,  which  was  selected  by 
the  Commissioner  of  Insurance  to  provide  its  safekeep- 
ing services.  Utilization  of  a commercial  bank  allows 
these  securities  to  be  held  in  book-entry  form. 


PROJECTS  IN  PROGRESS 

Personal  Computers  — A study  was  conducted  dur- 
ing the  year  examining  potential  uses  of  personal  com- 
puters. The  study  concluded  that  there  were  several 
future  planned  applications  that  could  be  accomplish- 
ed more  efficiently  on  personal  computers  than  on  the 
department’s  mainframe.  Some  of  these  applications  in- 
clude the  automation  of  monthly  target  bank  balances, 
the  automation  of  the  analysis  of  financial  data  of  banks, 
savings  and  loans  and  brokers,  and  on-line  communica- 
tions with  the  Federal  Reserve  Bank.  Purchase  of  three 
PC’s  is  planned  for  the  1986-87  fiscal  year. 

Warrant  Safekeeping  — During  the  year,  several 
studies  were  made,  evaluating  the  feasibility  of  im- 
plementing a system  referred  to  as  “Warrant  Safekeep- 
ing.” Such  a system  provides  for  the  non-return  of  State 
warrants  to  State  agencies  after  they  have  been  paid  by 
the  State  Treasurer.  Benefits  of  the  system  would  accrue 
to  both  State  agencies  and  the  State  Treasurer  in  the 
form  of  operating  efficiency  and  reduction  in  storage 
space  needed  by  the  agencies.  Under  such  a system,  the 
State  Treasurer  would  be  in  a position  to  provide  the 
agency  with  the  warrant  or  a copy,  if  ever  needed.  The 
final  study  concluded  that  there  was  sufficient  justifica- 
tion to  recommend  the  implementation  of  a pilot  pro- 
gram during  fiscal  year  1986-87. 

Fixed-Income  Options  — Our  investment  staff  is  cur- 
rently familiarizing  itself  with  options  use  in  conjunc- 
tion with  fixed-income  (bond)  instruments.  The  initial 
review  of  this  investment  tool  seems  to  be  suggesting  that 
early  involvement  will  produce  the  highest  amount  of 
additional  income.  Efficiencies  in  the  market  place 
ultimately  reduce  premiums  to  a level  often  much  lower 
than  when  it  is  first  introduced  or  when  it  is  under- 
utilized. 

Tables  1,  2,  3,  and  4 are  integral  parts  of  this  report 
concerning  the  management  and  operation  of  the  Invest- 
ment and  Banking  Division. 
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State  and 
Local  Government 
Finance  Division 


The  State  and  Local  Government  Finance  Division 
is  organized  to  provide  the  State  Treasurer  and  the  Local 
Government  Commission  with  staff  assistance  in  fulfill- 
ing their  respective  statutory  functions.  The  Division  is 
organized  along  functional  lines  into  two  major  groups 
of  services:  Debt  Management  and  Fiscal  Management. 

Table  of  Organization 


Assistance  is  rendered  to  local  governments  and  public 
authorities  in  North  Carolina  on  behalf  of  the  Local 
Government  Commission.  The  North  Carolina  Local 
Government  Commission,  a part  of  the  Department  of 
State  Treasurer,  approves  the  issuance  of  the  in- 
debtedness of  all  units  of  local  government  and  assists 
these  units  in  the  area  of  fiscal  management.  The  Com- 
mission is  composed  of  nine  members:  the  State 
Treasurer,  the  Secretary  of  State,  the  State  Auditor,  the 
Secretary  of  Revenue,  and  five  others  by  appointment 
(three  by  the  Governor,  one  by  the  Lieutenant  Gover- 
nor, and  one  by  the  Speaker  of  the  House  of  Represen- 
tatives). The  State  Treasurer  serves  as  Chairman  and 
selects  the  Secretary  of  the  Commission,  who  heads  the 
administrative  staff  serving  the  Commission. 

In  providing  staff  assistance  to  the  State  Treasurer, 
the  Division  handles  the  sale  and  delivery  of  all  State 
debt  and  monitors  the  repayment  of  State  debt. 

Operational  Highlights 

• The  State  of  North  Carolina  and  local  governmental 
units  within  its  jurisdiction  have  twenty-one  percent  (21%) 
of  all  “Triple- A”  (AAA)  bond  ratings  throughout  the  en- 
tire United  States. 

• The  dollar  volume  of  new  issue  tax-exempt  bonds  in- 


creased by  $1.6  billion  or  62.5%  over  last  year’s  volume. 

• The  Division,  in  coordination  with  a representative  from 
both  the  State  Auditor’s  Office  and  the  Governor’s  Office 
and  with  input  from  a wide  variety  of  interested  parties, 
developed  recommendations  to  the  General  Assembly  on 
the  development  of  Single  Audit  legislation  for  North 
Carolina. 

• Industrial  revenue  bonds  were  issued  totaling  $409.5 
million. 

• A total  of  $744.1  million  in  gross  savings  was  realized 
by  units  of  local  government  through  advance  refunding. 

• Gross  savings  were  realized  through  the  use  of  the  first 
pooled  equipment  financing  for  participating  public  and 
non-profit  hospitals. 

• The  staff  prepared  a comprehensive  cash  management 
guide  and  provided  sample  investment  policies  for  local 
governmental  boards  to  adopt. 

• The  Division  staff  assisted  the  Department  of  Urban  Af- 
fairs at  N.  C.  State  University  in  developing  an  electronic 
bulletin  board  for  community  information  to  units  of  local 
government  and  via  this  bulletin  board  published  a weekly 
investment  newsletter. 

• As  a result  of  new  legislation  enacted  by  the  1985 
Legislature,  the  Division  was  able  to  broaden  the  use  of 
variable  rate  financings. 

• The  Division  acquired  two  microcomputers  and  con- 
tinued to  expand  its  computerized  data  banks,  enhancing 
the  staff  s ability  to  efficiently  analyze  large  amounts  of 
information  and  enabling  them  to  better  assist  local  units, 
CPAs,  and  investors. 

Tax-Exempt  Bonds  In  General 

Tax-exempt  bonds  have  traditionally  been  used  by  the 
State  and  local  governments  to  finance  the  construction 
of  public  facilities  such  as  schools,  roads,  sewers,  water 
systems,  office  buildings,  parks,  and  libraries.  General 
obligation  debt  for  traditional  public  purposes  has  risen 
from  $2,078,345,754  in  1977  to  $2,912,894,844  in  1986, 
a growth  of  40  percent.  In  recent  times,  there  has  been 
a marked  trend  toward  using  the  tax-exempt  bonding 
authority  for  what  have,  in  the  past,  been  thought  of 
as  private  purposes.  These  purposes  include  low-income 
housing  mortgages,  industrial  and  pollution  control 
facilities  and  equipment,  health  care  facilities  and  equip- 
ment, and  electric  power  generating  facilities.  Since  1980 
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most  of  the  growth  in  State  and  local  borrowing  in  North 
Carolina  has  been  for  these  semi-private  purposes;  the 
total  outstanding  debt  for  special  purposes  has  increas- 
ed from  $297,008,867  in  1977  to  $8,906,512,830  in  1986, 
a growth  of  2,898  percent. 

The  Tax  Reform  Act  of  1986  overshadowed  the  tax- 
exempt  bond  market  the  entire  year.  Increased  restric- 
tions on  tax-exempt  financing  and  decreased  federal  fun- 
ding sources  have  forced  State  and  local  governments  to 
investigate  innovations  in  financing  techniques.  The 
Division  strives  to  stay  abreast  of  these  rapid  and  cons- 
tant changes  to  be  able  to  help  local  units  utilize  new 
financing  techniques  and  take  advantage  of  changes  in 
the  bond  market  created  by  these  legislative  changes. 

Basic  Functions 

Debt  Management  — The  Division  issues  and  monitors 
all  State  debt  secured  by  a pledge  of  the  taxing  power 
of  the  State.  After  the  approval  of  the  bond  issue,  the 
Division,  with  the  assistance  of  other  State  agencies, 
determines  the  cash  needs  of  the  unit,  plans  for  the  repay- 
ment of  debt  (maturity  schedules)  and  schedules  bond 
sales  at  the  most  appropriate  time  An  Official  Statement 
describing  the  bond  issue,  and  other  required  disclosures 
about  the  State,  is  prepared  with  the  advice  and  coopera- 
tion of  bond  counsel.  Finally,  the  Division  handles  the 
actual  sale  and  delivery  of  the  bonds,  maintains  the  State 
bond  records  and  register  of  bonds,  and  monitors  the 
debt  service  payments.  At  June  30,  1986,  authorized  and 
unissued  general  obligation  bonds  for  the  State 
amounted  to  $46  million  and  general  obligation  bonds 
outstanding  amounted  to  $762  million.  See  Table  4. 

The  Division  is  also  responsible  for  the  authorization 
and  sale  of  revenue  bonds  for  the  North  Carolina  Medical 
Care  Commission,  the  Public  Power  Agencies,  and  the 
North  Carolina  Housing  Finance  Agency.  These  bonds 
are  secured  only  by  the  specific  revenues  pledged  in  pay- 
ment thereof.  The  staff  works  with  the  agency  person- 
nel in  determining  the  feasibility  and  scheduling  of  the 
offering,  in  structuring  the  issue  and  underlying  securi- 
ty documents,  and  in  preparing  the  data  which  must  be 
presented  to  the  Local  Government  Commission  for  its 
approval  of  the  authorization  and  sale. 

The  Division  assists  the  State  Treasurer  in  represent- 
ing the  State  in  all  presentations  to  Moody’s  Investor  Ser- 
vice, Inc.,  and  Standard  and  Poor’s  Corporation,  the  two 
national  bond  rating  agencies  used  by  the  State  and  local 
governmental  units  in  North  Carolina.  North  Carolina 
continues  to  have  a “Triple-A”  rating,  the  highest  rating 
attainable.  This  favorable  rating  has  enabled  the  State 
to  sell  its  bonds  at  an  interest  rate  considerably  below 
the  Bond  Buyer’s  Index,  thereby  providing  tremendous 
savings  to  North  Carolina’s  taxpayers. 

Probably  the  most  important  function  of  the  Commis- 
sion is  the  approval,  sale  and  delivery  of  all  North 
Carolina  local  government  bonds  and  notes.  The  Divi- 


sion staff  counsels  and  assists  the  local  governmental  units 
in  determining  the  necessity  of  the  project,  the  size  of 
the  issue,  and  the  most  expedient  form  of  financing.  A 
review  is  made  of  the  debt  management  policies  of  the 
unit,  the  effect  of  the  financing  on  the  tax  rate,  and  the 
unit’s  compliance  with  the  Local  Government  Budget 
and  Fiscal  Control  Act.  Sale  dates  are  scheduled  depend- 
ing on  the  need  for  the  money,  the  anticipated  interest 
rates,  and  the  times  when  the  bonds  can  be  sold  with 
a minimum  of  competition.  The  staff  strives  to  resolve 
all  problems  and  determine  that  all  statutory  re- 
quirements are  met  before  applications  are  presented  to 
the  Local  Government  Commission  for  approval. 

After  approval  is  granted,  the  governmental  unit  and 
its  bond  counsel  assist  the  staff  in  gathering  and  assembl- 
ing information  for  an  Official  Statement,  which  is  mail- 
ed to  a large  group  of  investment  bankers  nationwide. 
The  general  obligation  bonds  are  serial  bonds  and  are 
awarded  through  the  competitive  bid  process  on  the  basis 
of  lowest  total  net  interest  cost  to  the  governmental  unit. 

After  the  sale,  the  staff  delivers  and  validates  the 
definitive  bonds  and  sees  that  the  moneys  are  promptly 
transferred  from  the  buying  brokers  to  the  governmen- 
tal units. 

In  addition  to  bond  sales,  the  staff  assists  the  units  in 
selling  certain  short-term  debt  obligations.  These  may 
be  bond  anticipation  notes  to  provide  interim  funding 
of  projects  until  the  definitive  bonds  are  sold,  or  they  may 
be  other  notes  secured  by  specific  pledges  of  taxes,  grants, 
or  future  revenues.  Authorization  for  short-term  debt 
obligations  is  also  based  upon  Local  Government  Com- 
mission approval. 

Debt  records  are  maintained  for  all  units  on  principal 
and  interest  payments  coming  due  in  the  current  and 
future  years.  All  debt  service  payments  are  monitored 
through  a system  of  monthly  reports. 

At  June  30,  1986,  authorized  and  unissued  general 
obligation  bonds  for  local  governments  amounted  to 
$721,239,700,  and  general  obligation  bonds  outstanding 
amounted  to  $2,150,894,844  (see  Table  6).  During 
1985-86,  bonds  and  notes  were  sold  in  the  amount  of 
$1,035,792,000.  This  is  more  fully  described  in  Chart  10. 
Of  the  $679,624,000  general  obligation  bonds  marketed 
for  local  units,  $12,744,000  were  sold  to  other  govern- 
mental agencies.  The  remaining  $666,880,000  were  sold 
at  interest  rates  averaging  approximately  70  points  below 
the  national  average  (according  to  the  Bond  Buyer’s  In- 
dex), thus  saving  the  local  units  approximately  $4.6 
million  in  interest  costs  for  the  first  year.  Over  the  life 
of  these  bonds  the  issuers  are  expected  to  save  in  excess 
of  $50  million  in  interest  costs.  This  is  a result,  in  part, 
of  the  Division’s  successful  efforts  in  maintaining  and 
upgrading  the  bond  rating  of  the  State  and  local  units 
and  in  monitoring  the  fiscal  soundness  of  the  individual 
local  units. 
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PURPOSES  FOR  WHICH  LOCAL  GOVERNMENTS 
SOLD  BONDS  AND  NOTES 

Fiscal  Year  1985-86 


Chart  10 


Total 


Schools 

Utilities 

Other 

No. 

Amount 

G.  O.  Bonds 

Counties 

. . . $92,300,000 

$10,650,000 

$290,850,000 

16 

$393,800,000 

Cities  and  towns 



45,493,000 

212,965,000 

26 

258,458,000 

Districts 

— 

7,366,000 

20,000,000 

7 

27,366,000 

Total  G.  O.  Bonds 

. . . 92,300,000 

63,509,000 

523,815,000 

49 

679,624,000 

Revenue  Bonds 

Counties 



1,174,000 

— 

1 

1,174,000 

Cities  and  towns 

— 

— 

114,580,000 

2 

114,580,000 

Districts  and  Authorities 

. . . 

600,000 

205,240,000 

6 

205,840,000 

Total  Revenue  Bonds 

— 

1,774,000 

319,820,000 

9 

321,594,000 

Notes 

Bond  anticipation 

. . . 2,000,000 

21,039,000 

10,985,000 

32 

34,024,000 

Tax  anticipation  notes  

— 

— 

550,000 

1 

550,000 

Total  Notes 

. . . 2,000,000 

21,039,000 

11,535,000 

33 

34,574,000 

Total  Bonds  and  Notes  . . . 

. . . $94,300,000 

$86,322,000 

$855,170,000 

91 

$1,035,792,000 

The  Division  staff  also  assists  in  the  sale  of  revenue  tion  control  financing  authorities.  These  bonds  are 

bonds,  which  must  have  Commission  approval  in  order  secured  only  by  specific  revenues  pledged  in  payment 

to  be  issued  by  municipalities,  joint  municipal  electric  thereof.  See  Chart  11. 
power  agencies,  county  industrial  facilities  and  pollu- 

Chart  11 


DEBT  MANAGEMENT  ACTIVITIES  - STATE  AND  LOCAL 

(In  Millions  of  Dollars) 


FY  1983  - 84  FY  1984  - 85  FY  1985  - 86 


No. 

Amt. 

No. 

Amt. 

No. 

Amt. 

Bonds  Sold  for  State 

G.  O.  Bonds  (General  Fund) 

G.  O.  Bonds  (Highway  Fund) 

. . — 

— 

— 

— 

— 

— 

Revenue  Bonds  (Battleship) 

. . — 

— 

— 

— 

1 

.8 

Total 

. . 

— 

— 

— 

1 

.8 

Bonds  and  Notes  Sold  for  Local  Governmental 

Units: 

G.  O.  Bonds  

. . 44 

98.5 

60 

288.3 

49 

679.6 

Revenue  Bonds 

4 

25.5 

4 

38.0 

9 

321.6 

Notes 

. . 45 

79.3 

40 

46.5 

33 

34.6 

Total 

. . 93 

203.3 

104 

372.8 

91 

1,035.8 

Special  Obligation  Bonds  and  Notes  Sold  for 

Medical  Care  Commission: 

Revenue  Bonds  

6 

116.4 

6 

213.3 

14 

395.7 

Revenue  Anticipation  Notes  

. . 3 

4.2 

1 

.8 

— 

— 

Sold  for  Housing  Finance  Agency: 

Bonds  

3 

194.0 

6 

289.4 

2 

145.7 

Notes 

— 

— 

— 

— 

— 

— 

Sold  for  Power  Agencies: 

Revenue  Bonds  

2 

757.0 

2 

1,115.8 

6 

2,186.7 

Revenue  Anticipation  Notes 

. . 

— 

— 

— 

— 

— 

Commercial  Paper 

. . — 

— 

1 

150 

— 

— 

Sold  for  Industrial  Facility  and  Pollution 

Control  Authorities: 

Revenue  Bonds  

. . 99 

528.1 

115 

426.1 

85 

409.5 

Total  Special  Obligation  Bonds  and  Notes  . . . 

. . 113 

1,599.7 

131 

2,195.4 

107 

3,137.6 

Grand  Total 

. . 206 

$1,803.0 

235 

$2,568.2 

199 

4,174.2 
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Fiscal  Management  — An  important  function  of  this 
Division  is  monitoring  certain  fiscal  and  accounting  stan- 
dards prescribed  for  local  governmental  units  by  The 
Local  Government  Budget  and  Fiscal  Control  Act.  As 
a part  of  its  role  in  assisting  local  units  and  monitoring 
their  fiscal  programs,  the  Division  provides  assistance 
to  them  in  following  generally  accepted  accounting  prin- 
ciples and  good  cash  management  practices.  The  Local 
Government  Budget  and  Fiscal  Control  Act  requires 
each  unit  of  local  government  to  have  its  accounts 
audited  annually  by  a certified  public  accountant  or  by 
an  accountant  certified  by  the  Commission  as  qualified 
to  audit  local  government  accounts.  Because  of  recent 
changes  in  the  field  of  governmental  accounting  and  the 
enactment  of  the  Federal  Single  Audit  Act,  the  Division 
has  had  a particularly  complex  task  in  monitoring  the 
annual  audit  reports  for  compliance  with  generally  ac- 
cepted accounting  principles. 

The  Division’s  staff  counsels  the  units  in  treasury  and 
cash  management,  budget  preparation,  and  investment 
policies  and  procedures.  Upon  request,  on-site  assistance 
is  furnished  to  local  governments  in  administering  ex- 
isting financial  and  accounting  systems,  and  in 
establishing  new  systems.  Educational  programs,  in  the 
form  of  seminars  or  classes,  are  also  provided  in  order 
to  accomplish  these  tasks.  The  staff  members  make 
presentations  throughout  the  year  at  various  workshops 
sponsored  by  the  Institute  of  Government,  the  finance 
officers’  associations,  the  Municipal  Treasurers’  Associa- 
tion, and  numerous  other  county,  municipal,  and  school 
organizations. 

Continuing  assistance  is  also  provided  to  the  indepen- 
dent auditors  of  local  governments,  particularly  in  the 
area  of  professional  education.  Several  members  of  the 
staff  serve  on  the  Governmental  Accounting  and 
Auditing  Committee  of  the  North  Carolina  Association 
of  CPAs.  The  staff  helps  to  prepare  and  update  two  con- 
tinuing professional  education  courses  in  governmental 
accounting.  These  are  presented  several  times  yearly  to 
independent  auditors  through  the  auspices  of  the  North 
Carolina  Association  of  Certified  Public  Accountants. 
In  addition,  all  exposure  drafts  of  the  Governmental 
Standards  Board  are  analyzed,  and  the  staff  s comments 
and  recommendations  on  these  drafts  are  given  to  the 
Board. 

Significant  Accomplishments 

Debt  Management 

“Triple-A”  General  Obligation  Bond  Ratings:  A 
“Triple- A”  general  obligation  bond  rating  is  the  highest 
attainable  and  reflects  strengths  in  debt  position, 
economic  base,  administrative  variables,  and  financial 
performance.  Standard  and  Poor’s  has  assigned  “Triple- 
A”  general  obligation  long-term  debt  ratings  to  states, 
counties,  and  cities  throughout  the  entire  United  States. 


The  following  North  Carolina  units  hold  approximate- 
ly 21  percent  of  the  “Triple-A”  bond  ratings  issued  by 
Standard  and  Poor’s:  the  State  of  North  Carolina;  the 
counties  of  Durham,  Mecklenburg,  and  Wake;  and  the 
cities  of  Charlotte,  Raleigh,  and  Winston-Salem.  In  ad- 
dition, the  Special  Airport  District  of  Durham  and  Wake 
Counties  also  enjoys  a “Triple-A”  rating.  To  quote  from 
Standard  and  Poor’s  Credit  Surveys:  “The  ‘AAA’  General 
Obligation  rating  for  cities,  counties,  and  states  indicates 
that  very  high  standards  have  been  achieved  and  main- 
tained.” 

Variable-Rate  Revenue  Bonds  and  Notes:  The  abili- 
ty to  do  variable-rate  revenue  bond  financing  was 
broadened  this  year  because  of  new  1985  legislation.  The 
1985  legislature  enacted  legislation  enabling  local 
government  units  to  issue  variable-rate  revenue  bonds 
and  notes.  This  legislation  was  designed  to  provide  a 
vehicle  for  issuing  debt  at  a rate  which  may  be  adjusted 
from  time  to  time.  The  adjustability  of  the  rate  allows 
units  to  take  advantage  of  lower  short-term  interest  rates 
offered  on  adjustable  issues. 

Advance  Refunding  for  General  Obligation  and 
Revenue  Issues:  The  Division  provided  a mechanism  in 
which  the  local  governmental  units  of  the  State  could 
advance-refund  outstanding  bonds  at  considerably  lower 
interest  rates  than  the  bonds  were  originally  issued.  The 
majority  of  these  bonds  were  issued  in  1982  during  the 
period  when  interest  rates  were  extremely  high.  The 
Division  issued  refunding  bonds  for  sixteen  local  govern- 
ments and  four  for  the  Medical  Care  Commission  for 
a total  of  approximately  $2,671,165,000  with  a gross 
debt  service  savings  of  approximately  $744,056,000. 

General  Obligation  Bond  Authorizations:  Infrastruc- 
ture financing  needs  continue  to  result  in  a record 
volume  of  bond  authorizations.  Many  local  units  deter- 
mined the  time  was  right  to  proceed  with  capital  pro- 
jects, some  of  which  had  been  postponed  for  a number 
of  years.  Cutbacks  in  grant  funds  also  caused  units  to 
seek  other  sources  of  funding.  Authorizations  during  the 
fiscal  year  ended  June  30,  1986  totaled  $884.2  million, 
compared  with  $258.2  million  for  the  year  ended  June 
30,  1985. 

Debt  Management  Procedures  for  Industrial  Revenue 
Bonds:  Since  1976,  there  have  been  704  issues  totaling 
$2.7  billion.  The  Division  obtains  updated  information 
on  these  issues  annually.  The  staff  has  developed  a system 
for  monitoring  the  outstanding  issues  and  for  maintain- 
ing a data  base  of  this  information. 

Industrial  Revenue  Bonds:  With  a combination  of 
new  and  expanding  industry,  North  Carolina  continued 
its  impressive  record  of  industrial  development.  In  the 
fiscal  year  ended  June  30,  1986,  85  issues  of  Industrial 
Revenue  and  Pollution  Control  Facilities  Bonds  were  ap- 
proved for  a total  of  $409.5  million.  The  Tax  Reform 
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Act  of  1986  imposes  further  restrictions  on  the  use  of  these 
bonds  and  has  significantly  affected  their  issuance  this 
year.  It  is  expected  that  the  final  bill  will  permit  some 
tax  exempt  financing  to  be  used  for  the  attraction  of 
manufacturing  industries  to  the  State. 

Debt  Management  and  Technical  Assistance  to  Local 
Governments:  The  staff  assists  local  units  in  planning 
bond  financing  of  projects  and  repayment  of  debt  by  pro- 
viding a variety  of  maturity  schedules  utilizing  various 
interest  rates.  These  maturity  schedules  are  then  updated 
to  reflect  current  needs  of  the  unit  and  market  condi- 
tions at  the  time  of  the  bond  sale. 

Pooled  Equipment  Financing:  In  fiscal  year  1984-85, 
the  Division  staff  and  the  staff  of  the  N.  C.  Medical  Care 
Commission  worked  on  a joint  project  to  allow  for  the 
issuance  of  variable-rate  revenue  bonds  for  equipment 
financing  for  public  and  non-profit  hospitals.  The  first 
issuance  of  such  bonds  occurred  in  FY  1985-86  in  the 
amount  of  $100  million.  The  issuance  of  those  bonds  has 
enabled  42  hospitals  to  receive  money  for  the  purpose 
of  buying  equipment.  As  each  hospital  repays  the  loan, 
these  moneys  will  be  available  to  finance  more  equip- 
ment projects  as  the  need  arises.  The  average  maturity 
of  each  hospital’s  loan  is  expected  to  be  between  seven 
and  ten  years.  To  date,  proceeds  from  such  financing 
have  been  used  to  purchase  among  other  items,  CAT- 
SCANs,  X-Ray  equipment,  and  hospital  information 
systems  for  the  participating  public  and  non-profit 
hospitals. 

Fiscal  Management 

Single  Audit  Plan  for  North  Carolina:  The  staff  of  the 
Local  Government  Commission  and  representatives  from 
the  State  Auditor’s  Office  and  the  Governor’s  Office  form- 
ed a team  to  develop  recommendations  to  be  considered 
by  the  General  Assembly  in  their  development  of  Single 
Audit  legislation  for  North  Carolina.  A Single  Audit  requires 
the  independent  auditor  to  expand  the  review  of  internal 
controls  and  to  evaluate  compliance  with  the  rules  and 
regulations  in  addition  to  the  traditional  financial  audit. 

This  team,  with  assistance  from  the  Governmental  Ac- 
counting and  Auditing  Committee  of  the  North  Carolina 
Association  of  Certified  Public  Accountants,  the  N.  C. 
Association  of  County  Commissioners,  and  the  League  of 
Municipalities,  developed  a single  audit  questionnaire  and 
mailed  it  to  all  parties  involved  in  the  process.  The  ques- 
tionnaire dealt  with  such  issues  as  the  need  to  include  State 
funds  in  the  Single  Audit;  suggestions  on  how  State  agen- 
cies could  improve  the  administration  of  the  Single  Audit; 
and  the  audit  reporting  aspects  relating  to  timing,  quality, 
and  distribution  of  audit  reports.  The  responses  from  the 
questionnaire  indicate  that  these  parties  believe  the  State 
should  adopt  a “Single  Audit  Act”  that  parallels  the  federal 
requirements;  that  the  State  should  coordinate  the  develop- 
ment, maintenance,  and  distribution  of  compliance 


supplements  for  State  programs;  and  that  the  State  should 
coordinate  the  distribution  of  reports. 

Two  recommendations  were  made  to  the  Legislative 
Study  Committee  as  a result  of  evaluating  the  questionnaire 
responses.  These  were  that  the  State  should  require  its  agen- 
cies to  accept  the  Single  Audit  and  require  State  funds  spent 
at  the  local  level  to  be  subjected  to  a single  audit. 

RESPOND  Network:  During  the  past  year,  the  staff  of 
the  Local  Government  Commission  assisted  in  the  develop- 
ment of  a bulletin  board  system  known  as  RESPOND. 
Established  in  February  of  1986  by  the  Center  for  Urban 
Affairs  and  Community  Services  at  N.  C.  State  University, 
this  system  provides  a quick  and  efficient  medium  to  units 
of  local  government  for  communicating  information. 
Presently,  there  are  over  200  users  of  the  RESPOND  system. 
The  Local  Government  Commission  participates  in  RES- 
POND by  publishing  a weekly  investment  newsletter  en- 
titled ECONOMIC  REVIEW.  This  newsletter  contains  in- 
formation on  national  and  State  economic  developments 
along  with  a review  of  the  movements  in  the  financial 
markets.  The  newsletter  reports  the  amounts,  rates,  and 
maturities  of  any  municipal  bonds  sold  by  the  Local 
Government  Commission.  Finally,  each  issue  contains  a 
commentary  concerning  forecasts  for  a particular  sector  of 
the  economy.  In  the  future,  the  Commission  hopes  to  ex- 
pand its  involvement  in  RESPOND  by  making  available  to 
local  units  various  data  files  and  worksheets  along  with  an- 
nouncements and  memorandums. 

Cash  Management  and  Investment  Policy  Guidelines: 
During  the  year,  the  staff  of  the  Local  Government  Com- 
mission completed  a publication  entitled  Cash  Manage- 
ment and  Investment  Policy  Guidelines,  which  was 
distributed  to  all  units  of  local  government  and  public 
authorities  throughout  the  State.  This  publication  provides 
information  on  the  five  functional  areas  of  cash  manage- 
ment: cash  receipts;  cash  mobilization  and  management  of 
available  resources  (investments);  cash  disbursements;  bank- 
ing relations;  and  monitoring  and  reporting  of  cash 
management  activities.  The  publication  provides  guidelines 
on  improving  collections,  investing  moneys  promptly  and 
more  effectively,  and  disbursing  payments  in  a manner  that 
will  provide  for  maximum  usage  of  investment  moneys.  In- 
formation is  given  on  how  to  analyze  the  financial 
statements  of  a financial  institution  and  a sample  Request 
for  Proposal  for  Banking  Services  is  provided.  Finally,  sam- 
ple cash  management  policies  and  plans  are  provided  which 
can  be  utilized  by  local  units  and  their  governing  bodies 
in  developing  their  own  cash  management  programs. 

Automated  Data  Files  and  Analysis:  The  Division’s  staff 
continued  to  expand  computerized  data  banks  of  historical 
information  from  the  local  governmental  audit  reports,  the 
Annual  Financial  Information  Report  (AFIR)  for  cities  and 
counties,  and  the  Report  of  Cash  Balance.  The  informa- 
tion collected  will  be  used  in  a variety  of  tasks  to  help 
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automate  operations  and  enhance  the  assistance  provided 
to  local  governments.  One  area  in  which  the  files  will 
be  utilized  is  to  serve  as  an  information  source  for  cur- 
rent and  future  projects  and  analyses.  For  example,  these 
data  bases  were  used  in  the  following  major  projects  dur- 
ing the  fiscal  year:  analysis  of  water  and  sewer  financial 
and  operating  statistics  (assessed  the  ability  of  local  units 
to  self-finance  expansions  and  improvements  to  their 
water  and  sewer  systems),  analysis  of  electric  system 
statistical  information  (comparative  information  for  elec- 
tric systems  categorized  by  population),  and  analysis  of 
information  from  the  Report  of  Cash  Balance  (to  pre- 
sent comparative  information  concerning  the  investment 
portfolios  of  local  units).  All  of  these  projects  will  be  con- 
tinued in  the  future  to  help  provide  local  governments 
with  information  they  can  use  to  compare  their  opera- 
tions with  those  of  similar  units  of  government.  Another 
new  computer  application  consisted  of  using  in-house 
data  banks  to  prepare  investment  weakness  letters  (sent 
to  approximately  500  units  with  suggestions  on  how  in- 
vestment earnings  may  be  improved).  An  additional 
function  of  the  microcomputers  was  to  automate  the 
analysis  related  to  special  projects.  To  illustrate  this,  the 
micros  were  used  to  compile  and  analyze  information 
from  surveys  of  CPAs,  state  agencies,  and  units  of  local 
government  concerning  implementation  of  the  Single 
Audit  Act.  The  Division  also  assumed  more  of  the  respon- 
sibility for  data  collection  from  the  Annual  Financial  In- 
formation Report  which  previously  had  been  perform- 
ed by  a paid,  private  contractor. 

Projects  in  Progress 

Additional  One-half  Percent  Local  Sales  and  Use  Tax 
Report:  An  act  to  authorize  counties  to  levy  an  additional 
one-half  of  one  percent  local  sales  and  use  tax  was  pass- 
ed by  the  1986  Session  of  the  General  Assembly.  The 
revenue  received  is  partially  restricted  for  public  school 
capital  outlay  purposes.  The  Commission  is  working 
with  State  Agencies,  the  counties,  and  school  officials 
to  develop  an  effective  and  efficient  plan  for  the  utiliza- 
tion of  this  additional  revenue  source  to  meet  the  facili- 
ty needs  of  North  Carolina’s  public  education  system. 
The  Act  also  requires  the  Local  Government  Commis- 
sion to  furnish  the  General  Assembly  a report  on  the  level 
of  each  county’s  appropriations  for  public  school  capital 
outlay.  The  report  must  also  include  information  on  the 
county  appropriation  for  school  capital  outlay  for  the 
most  recent  five  fiscal  years,  estimates  of  public  school 
facility  needs,  proportion  of  revenue  from  this  one-half 
cent  tax  collected  that  has  been  provided  for  public 
school  capital  outlay  purposes,  and  the  proportion  ex- 
pended for  public  school  capital  outlay  purposes. 

Illustrated  Financial  Statements  for  Public  Housing 
Authorities:  The  staff  is  preparing  illustrative  financial 
statements  for  public  housing  authorities  which  conform 
to  generally  accepted  accounting  principles  (GAAP). 


General  Statute  159-34  requires  all  public  authorities  to 
have  their  audit  reports  prepared  in  accordance  with 
GAAP.  This  requirement  has  been  waived  in  the  past  to 
allow  the  public  housing  authorities  to  issue  reports  in 
compliance  with  the  reporting  guidelines  of  the  U.  S. 
Department  of  Housing  and  Urban  Development 
(HUD).  With  the  implementation  of  the  Single  Audit 
Act  of  1984,  it  is  now  essential  that  these  reports  con- 
form to  Federal  and  State  laws.  During  this  project,  the 
staff  has  received  assistance  from  several  CPAs  and  of- 
ficials of  public  housing  authorities.  The  staff  hopes  that 
a mutual  agreement  on  the  format  of  future  audit  reports 
of  public  housing  authorities  can  be  reached  between 
practicing  CPAs,  HUD,  and  officials  of  public  housing 
authorities. 

Tax-Exempt  Leases:  The  staff  is  formulating  a 
technical  memorandum  concerning  tax-exempt  leases  to 
provide  guidance  in  this  area  to  units  of  local  govern- 
ment. This  memo  will  present  a history  of  this  type  of 
lease,  analyze  the  advantages  and  the  disadvantages  of 
lease  purchase  agreements  in  comparision  to  other  finan- 
cial alternatives  (purchasing,  debt  financing,  etc.),  and 
provide  information  on  using  discounted  cash  flows  to 
evaluate  leasing  alternatives.  This  publication  will  also 
compare  and  contrast  tax-exempt  leasing  with  a poten- 
tial change  in  the  constitutional  provision  on  municipal 
debt.  Information  on  the  current  volume  of  leasing  and 
the  assets  being  purchased  will  be  compiled  from  local 
government  audit  reports  for  the  current  fiscal  year. 

Evaluation  and  Selection  of  Computers  for  Local 
Governments:  The  Division  is  continuing  to  work  with 
the  Center  for  Urban  Affairs  and  Community  Services 
(N.  C.  State  University)  and  the  Institute  of  Government 
(UNC-Chapel  Hill)  to  enhance  the  assistance  being  of- 
fered to  units  of  local  government  in  the  selection  and 
use  of  computer  hardware  and  software.  Current  pro- 
jects in  conjunction  with  these  organizations  include 
revising  Local  Government  Commission  data  processing 
publications,  developing  a new  microcomputer  manual, 
and  surveying  vendors  who  are  marketing  accounting 
software  to  local  governments. 

Review  of  Single  Audits:  An  increasing  number  of  local 
governments  are  having  single  audits  pursuant  to  the 
Federal  Single  Audit  Act  of  1984.  In  February  1986,  a 
revised  audit  guide  for  State  and  local  governments  was 
issued  which  extended  the  auditor’s  responsibility  and 
the  reporting  requirements.  These  changes  produced 
substantial  differences  in  the  way  audits  had  been  per- 
formed in  the  past.  The  audits  for  fiscal  year  ended 
1985-86  will  be  subjected  to  an  extensive  review  process 
by  various  State  agencies  and  federal  departments.  As 
a result,  the  Division  staff  must  insure  that  audits  per- 
formed under  the  Single  Audit  Act  meet  all  requirements 
and  are  acceptable  before  the  auditors’  invoices  are  ap- 
proved. In  1985,  the  staff  reviewed  351  single  audits, 
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up  from  220  in  1984.  The  staff  predicts  that  a total  of 
550  single  audits  will  be  received  during  1986-87  and  an 
extensive  review  will  be  required  on  each. 

New  Tax  Bill  Application  to  Municipal  Finance:  “On 

December  17,  1985,  the  United  States  House  of  Represen- 
tatives passed  H.R.  3838  entitled  the  “Tax  Reform  Act 
of  1985”  (“H.R.  3838”)  which  contained  provisions  that 
if  enacted  into  law  would  be  applicable  to  the  Bonds  and 
would  cause  the  interest  on  the  Bonds  to  be  subject  to 
federal  income  taxation.  These  provisions  are,  in  general, 
effective  for  obligations,  such  as  the  Bonds,  issued  after 
December  31,  1985.” 

This  language,  and/or  language  similar  to  this  became 
a standard  bearer  for  municipal  bonds/legal  opinions 
throughout  the  country.  The  rumor  that  H.R.  3838 
would  be  enacted  prior  to  January  1,  1986  precipitated 
a heavy  market  rush  during  the  second  quarter  of  FY 
1985-86.  Units  of  local  government  attempted  to  sell 
issues,  and  investors  wanted  to  buy  issues  prior  to  January 
1,  1986,  when  the  date  of  such  tax  measure  would  take 
effect.  The  national  municipal  bond  market  came  to  a 
virtual  halt  during  the  third  quarter;  and,  when  the 
alternative  date  of  September  1,  1986  was  announced  in 
a joint  Senate-House  statement  on  March  14,  1986  the 
market  again  became  loaded  with  municipal  issues. 

The  passage  of  the  Tax  Reform  Act  of  1986  provides 
tax  legislation  which  redefines  certain  municipal  bonds 
and  how  such  issuance  could  occur.  While  the  Act  has 
been  passed,  it  has  not  been  defined.  The  comprehen- 
sion and  mechanisms  of  this  legislation  will  take  some 
time  to  clearly  understand  and  interpret  as  applied  to 
the  units  of  local  government.  In  addition,  new  legisla- 
tion or  strategies  to  issue  municipal  bonds  may  be  look- 
ed into  in  order  to  maintain  the  North  Carolina  tradi- 
tion of  issuing  some  of  the  highest  quality  bonds  in  the 
United  States.  The  continuing  education  and  research 
of  Division  staff  will  insure  the  success  of  this  endeavor. 

Electronic  Preparation  of  Financial  Statements  for  Of- 
ficial Statements:  The  financial  statements  for  official 
statements  formulated  from  the  audit  reports  of  units 
of  local  government  will  be  processed  in  the  future  us- 
ing the  new  microcomputers.  This  process  was  initiated 
during  the  past  year  on  a test  basis,  but  will  be  continued 
in  the  future  to  replace  the  task  of  manually  preparing 
the  financial  portion  of  the  official  statements.  Utiliz- 
ing the  new  computers  will  accelerate  the  process  of 
preparing  official  statements  by  allowing  them  to  be 
directly  printed  by  the  word  processing  section  from 
spreadsheets  prepared  by  staff  members;  consequently, 
the  time  necessary  to  edit  the  statements  will  be  reduced. 

Debt  Management  Computer  Programs:  Expansion 
of  current  computer  programs  is  planned  to  provide  bet- 
ter debt  management  information  to  the  State  and  to 
local  governments.  Marketing  and  financial  changes  have 
created  the  need  for  different  information,  and  the  use 
of  microcomputers  provides  the  flexibility  required  to 
produce  this  information. 
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Retirement  Systems 

Division 


The  Retirement  Systems  Division  of  the  Department 
of  State  Treasurer  administers  the  statutory  retirement 
and  fringe  benefit  plans,  as  authorized  by  the  General 
Assembly  of  North  Carolina,  which  cover  the  State’s 
public  employees.  The  administration  of  the  several 
retirement  systems  requires  a high  level  of  fiduciary 
responsibility  for  the  employees’  trust  funds  with  pru- 
dent, honest  and  efficient  use  of  employees’  and  tax- 
payers’ contributions.  The  public  purpose  of  the  ex- 
istence of  retirement  systems  is  to  recruit  and  retain  com- 
petent employees  for  a career  in  public  service,  and  pro- 
vide a replacement  income  for  retirement,  disability  or 
at  death  for  an  employee’s  survivors.  The  organizational 
structure  below  shows  the  functional  arrangement  of  the 
tasks  performed  in  this  Division. 

Table  of  Organization 


Operational  Highlights 

•Presented  recommendations  and  draft  legislation  to  the 
1986  Session  of  the  General  Assembly  which  resulted  in 
the  enactment  of  laws  to  provide  post-retirement  increases 
of  3.8%  to  most  retirees. 


•Transferred  locally-employed  members  of  the  Law  En- 
forcement Officers’  Retirement  System  to  the  Local 
Governmental  Employees’  Retirement  System  and 
the  Supplemental  Retirement  Income  Plan  effective 
January  1,  1986. 

•Implemented  on-line  logging  procedures  for  the  initial 
processing  of  Applications  for  Retirement  and  Refund  of 
Accumulated  Contributions. 

•Implemented  on-line  logging  procedure  for  biographical 
information. 

•Reorganized  Benefits  Processing  Section  and  its  workflow 
to  enhance  productivity. 

• Assisted  in  an  open  enrollment  period  for  retirees  to  elect 
to  remain  in  the  State’s  health  benefits  plan  or  coverage 
with  several  available  Health  Maintenance  Organizations. 
•Expanded  the  Member  Services  Section  by  one  additional 
counselor  who  would  assist  retired  members  with  questions 
concerning  health  benefits  coverage. 

Basic  Functions 

The  retirement  plans  administered  by  this  Division 
are  the: 

• Teachers’  and  State  Employees’  Retirement  System 

• Local  Governmental  Employees’  Retirement  System 

• Law  Enforcement  Officers’  Retirement  System 

• Consolidated  Judicial  Retirement  System 

• Legislative  Retirement  System 

The  systems  are  governed  by  three  Boards  of  Trustees. 
The  State  Treasurer  is  ex-officio  Chairman  of  each 
board.  The  board  of  the  Teachers’  and  State  Employees’ 
Retirement  System  is  composed  of  14  actively  working 
employees,  retirees  and  public  members.  The  Local 
Governmental  Employees’  Retirement  System  board, 
while  legally  separate,  is  composed  of  the  same  14 
members  plus  three  members  representing  local  govern- 
ments. The  board  of  the  Law  Enforcement  Officers’ 
Retirement  System,  which  ceased  to  exist  on  January  1, 
1986,  was  separate  from  the  other  boards  and  was  com- 
posed of  eight  actively  employed  and  retired  law  en- 
forcement officers,  and  public  citizens.  The  Board  of 
Trustees  of  the  Teachers’  and  State  Employees’  Retire- 
ment System  is  the  governing  board  of  the  Consolidated 
Judicial  and  Legislative  Retirement  Systems. 
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In  addition  to  the  retirement  systems  administered 
through  this  Division,  responsibility  for  administration 
of  other  programs  covers  the: 

• Public  Employees’  Social  Security  Agency 

• Disability  Salary  Continuation  Plan 

• Legislative  Retirement  Fund 

• National  Guard  Pension  Plan 

• Teachers’  and  State  Employees’  Benefit  Trust 

• Supplemental  Retirement  Income  Plan 

All  retirement  systems  and  other  programs  ad- 
ministered by  this  Division  are  operated  on  a calendar 
year  basis  from  January  1 to  December  31,  rather  than 
the  State’s  fiscal  year.  For  this  reason,  all  data  shown 
for  the  Division  are  for  the  captioned-year  ending 
December  31. 

The  administrative  expenses  of  the  Division  for  the 
retirement  systems  are  paid  by  receipts  from  the  systems 
based  on  the  ratio  of  members  in  each  system  to  the  total 
universe  of  members  of  all  systems.  Receipt  support  from 
other  programs  pays  for  their  cost  of  administration  bas- 
ed on  a cost-center  analysis. 

General  Administration 

The  Director  and  his  immediate  staff  are  responsible 
for  overall  general  operation  of  the  Division,  and  carry 
out  the  policies  and  directives  of  the  State  Treasurer  and 
the  various  governing  boards.  They  provide:  assistance 
to  legislators  and  committees  of  the  General  Assembly, 
including  the  drafting  of  proposed  legislation  and  the 
acquisition  of  actuarial  notes  for  each  introduced  bill; 
response  to  news  media  inquiries;  action  on  ad- 
ministrative appeals  by  individual  members  of  the  retire- 
ment systems;  a working  relationship  with  associations 
and  organizations  of  employees  and  employers;  and  in- 
formation to  State  departments,  agencies  and  institu- 
tions, and  local  governments.  The  staff  also  performs 
planning  and  research  functions,  and  directs  special 
projects. 

Benefits  Processing  Section 

This  Section  is  charged  with  responsibility  for 
calculating  and  paying  monthly  retirement  allowances 
to  beneficiaries  and  refunds  of  accumulated  contribu- 
tions to  terminated  employees.  In  addition,  the  staff  in 
this  Division  handles  the  payment  of  death  claims  and 
lump-sum  death  benefits.  They  also  handle  the  calcula- 
tions of  the  cost  for  retirement  systems’  members  to  pur- 
chase additional  service  credits  (e.g.  military  service, 
out-of-state  service,  and  repayment  of  service  forfeited 
on  account  of  refunds  of  member  contributions) . A long- 
term special  project  of  this  Section  is  the  conversion  of 
retirement  systems’  members’  biographical  and  service 
history  data  from  physical  files  to  a computerized  basis. 

Accounting/Data  Control  Section 

This  section  is  responsible  for  maintaining  the  ac- 
counting records  for  the  Division  including  depositing 


and  reporting  revenues,  preparation  of  vouchers/ war- 
rants, budget  reports  and  all  external  financial  reporting. 

This  section  is  also  responsible  for  the  receipt  and 
transmittal  of  all  data  to,  and  verification  of,  reports  sub- 
mitted to  the  Department  data  processing/computer  in- 
formation center.  Also  included  is  the  preparation  and 
transmittal  of  data  for  the  State’s  comprehensive  medical 
plan  for  54,500  covered  retirees.  A description  of  the  six 
primary  functions  of  this  Section  is  as  follows: 

Cash  Book  and  Budget  Reports:  Requires  the  prepara- 
tion of  receipts  and  disbursements  journals,  budget 
reports  and  vouchers/ warrants. 

Batch  Posting  and  Systems’  Transfers:  Requires  the 
depositing  and  recording  of  special  member  contribu- 
tions and  the  transfer  of  funds  between  systems. 

Deposits  and  Machine  Posting:  Requires  posting  of 
general  and  subsidiary  ledgers  and  the  deposit  of  regular 
member  and  employer  contributions. 

Payroll  Audit:  Requires  the  processing  of  incoming 
payroll/contribution  reports  for  all  retirement  systems. 

Error  Checking:  Requires  correction  of  errors  of  all 
kinds  in  the  retirement  systems’  computer  base. 

Data  Transmittal:  Requires  processing  of  all  data  to, 
and  verification  of,  reports  from  the  Departmental  data 
processing/ computer  group.  Also  included  is  the 
preparation  and  transmittal  of  data  for  the  coverage  of 
eligible  retirees/beneficiaries  under  the  State’s  com- 
prehensive medical  plan.  All  proofing  of  data  process- 
ing registers  for  retirements,  refunds  and  biographical 
changes  is  done  by  the  staff  of  this  Section. 

Member  Services  Section 

This  Section  handles  written  and  telephone  com- 
munications with  members  and  employers  participating 
in  the  retirement  systems,  and  other  benefit  programs, 
responding  to  myriad  questions  about  fringe  benefits. 
In  addition,  annual  pre-retirement  planning  seminars 
are  conducted  by  the  staff  of  this  Section,  as  well  as 
retirement  and  fringe  benefit  conferences  at  the  request 
of  employer  and  employee  associations.  All  visitors  to 
the  Division  requiring  individual  counseling  about  their 
benefits  are  referred  to  this  Section. 

Another  important  function  of  this  Section  is  coor- 
dinating the  participation  of  local  government  employers 
electing  to  become  members  of  the  Local  Governmen- 
tal Employees’  Retirement  System.  This  involves 
meetings  with  local  governing  bodies,  collecting  data  for 
transmission  to  the  Actuary,  enrollment  of  eligible 
employees  and  explanation  of  monthly  reporting  pro- 
cedures. Ancillary  to  this  function  is  assistance  to  local 
governments  in  the  adoption  of  optional  service  pur- 
chases and  death  benefit  coverage  agreements. 

Records  Section 

This  Section  maintains  custody  of  and  updates  all 
member  and  employer  record  files.  An  on-going  func- 
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tion  of  this  Section  is  the  duplication  of  members’  files 
into  a microfiche  system,  and  the  conversion,  as  a long- 
term project,  of  members’  and  beneficiaries’  files  to  the 
microfiche-based  records  system. 

Social  Security  /Disability  Section 

This  Section  is  responsible  for  two  functions,  as 
follows: 

Social  Security:  Requires  the  handling  of  reports  of 
wages  subject  to  Social  Security  taxes.  Social  Security 
taxes  are  remitted  to  this  Section  from  covered  public 
employers  in  North  Carolina  and  transmitted  to  the 
Social  Security  Administration. 

Disability:  Requires  full  administration  of  the  Disability 
Salary  Continuation  Plan,  and  determination  of  eligibili- 
ty for  disability  retirement  benefits  from  the  several 
retirement  systems  through  the  systems’  Medical  Board. 

Significant  Accomplishments 

Com  munications 

The  staff  of  the  Member  Services  Section  updated  the 
audio-visual  slide  presentation  to  incorporate  changes 
in  the  benefits  structure  enacted  in  the  1985  Session  of 
the  General  Assembly.  This  presentation  tool  is  a com- 
munications device  used  in  the  Division’s  regional  pre- 
retirement counseling  meetings.  In  addition,  the 
Member  Services  Section  assisted  the  Office  of  State  Per- 
sonnel in  the  development  of  the  PREPare  Workshop. 
This  is  a pre-retirement  planning  seminar  for  retiring 
state  employees.  The  staff  of  the  Member  Services  Sec- 
tion assisted  in  the  development  of  the  manuals  for  the 
workshop.  The  workshops  cover  legal,  health,  financial, 
housing  and  family  aspects  as  they  pertain  to  retirement. 

The  Retirement  Systems  Division  entered  into  a joint 
venture  with  the  State’s  community  colleges  and  the  Of- 
fice of  State  Personnel  to  provide  pre-retirement  counsel- 
ing courses  for  members  of  State-administered  retire- 
ment systems.  The  Office  of  State  Personnel  acted  as 
coordinator  so  that  the  Retirement  Systems  Division 
could  be  more  involved.  As  a result  of  this  joint  venture, 
the  pre-retirement  sessions  that  required  active  participa- 
tion from  the  Retirement  Systems  Division  increased 
300%  in  1985-86. 

In  order  to  better  and  more  efficiently  serve  the  needs 
of  members  and  employers,  the  Division  created  a new 
employee  position.  This  employee  was  placed  in  the 
Member  Services  Section  and  is  specializing  in  health 
benefits  coverage.  In  order  to  decrease  the  Member  Ser- 
vices Section’s  response  time  to  inquiries,  two  new  word 
processors  were  acquired  and  approximately  30  form  let- 
ters were  programmed  into  these  processors.  Thus,  the 
response  time  to  inquiries  was  decreased. 

Functional 

On  January  1,  1986,  as  the  result  of  legislation  enacted 
by  the  1985  Session  of  the  General  Assembly,  officers 
who  were  employed  by,  and  retired  officers  who  were 


formerly  employed  by,  local  governmental  employers 
were  transferred  to  the  Local  Governmental  Employees’ 
Retirement  System.  Affected  were  7,883  active  member 
accounts  and  1,177  retired  member  accounts.  Assets  of 
$257,866,241.59  allocated  to  the  Local  active  and  retired 
accounts  were  also  transferred  to  the  Local  Governmen- 
tal Employees’  Retirement  System.  Funds  credited  to  the 
special  Annuity  Accounts  of  locally-employed  officers  of 
$39,207,626.40  were  transferred  to  the  State’s  Sup- 
plemental Retirement  Income  Plan  to  which  the  officer 
had  an  immediate  vested  right. 

Progress  continued  to  be  made  in  the  on-going  con- 
version activities  in  the  Division.  In  the  Benefits  Process- 
ing Section,  data  pertaining  to  almost  47,000  members 
of  the  Teachers’  and  State  Employees’  Retirement 
System  was  converted  from  paper  files  to  the  computer 
data  base.  In  the  Records  Section,  the  file  folders  of 
about  9,600  retirees  and  37,000  members  with  the 
Teachers’  and  State  Employees’  Retirement  System  were 
converted  to  microfiche  mode.  In  addition  22,000  new 
State  Active  and  11,000  new  Local  Active  accounts  were 
put  on  microfiche. 

For  the  three  large  retirement  systems,  the  Benefits 
Processing  Section  processed  over  21,000  refunds  of  con- 
tributions to  terminated  members  and  a record  5,616 
new  monthly  retirement  allowances. 

The  reorganization  of  Benefits  Processing  resulted  in 
a more  efficient  functional  section  that  allowed  work  to 
flow  more  freely.  Other  various  functional  ac- 
complishments were  to:  begin  the  computer  procedure 
and  program  to  allow  on-line  enrollments  in  all  systems; 
and  mail  federal  income  tax  withholding  certificates  to 
over  69,000  retirees  and  surviving  beneficiaries. 

Legislation 

Prior  to  the  convening  of  the  1986  Session  of  the 
General  Assembly,  the  Director  and  his  staff  identified 
all  proposals  for  benefit  changes  and  enhancements 
recommended  by  the  various  associations  of  educators, 
employees,  and  retirees.  Cost  estimates  for  the  recom- 
mendations were  acquired  from  the  Division’s  consulting 
actuary.  The  staff  then  assisted  the  State  Treasurer  and 
the  Retirement  Systems  Board  of  Trustees  in  the  for- 
mulation of  their  legislative  recommendations. 

After  the  convening  of  the  Session  of  June  5,  1986, 
the  Director  and  staff  provided  technical  assistance  and 
bill  drafting  services  for  the  standing  Senate  and  House 
Committees  on  Pensions  and  Retirement  and  com- 
municated the  Boards  of  Trustees’  recommendations. 
The  staff  also  acquired,  as  provided  by  State  law,  ac- 
tuarial notes  disclosing  the  fiscal  impact  of  every  bill  in- 
troduced which  affected  a State- administered  retirement 
system  or  pension  plan. 

The  General  Assembly,  however,  during  this  short  ses- 
sion, was  not  very  receptive  to  the  recommendations 
made  by  the  Boards  of  Trustees  for  benefit 
enhancements.  The  only  enhancement  acted  on 
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favorably  was  an  increase  in  the  retirement  allowances 
of  3.8  to  all  beneficiaries  of  the  several  retirement 
systems,  payable  beginning  July  1,  1986.  for  those  in 
receipt  of  an  allowance  on  July  1,  1985.  Further, 
beneficiaries  retired  between  July  1.  19S5.  and  June  30. 
1986,  were  granted  a prorated  portion  of  the  3.SL  in- 
crease depending  upon  the  number  of  months  in  retire- 
ment. This  prorated  increase  to  beneficiaries  retired  less 
than  a year  was  the  second  consecutive  time  the  General 
Assembly  has  enhanced  benefits  in  that  manner. 

There  was  other  legislation  enacted  that  affected 
members  of  the  retirement  systems.  However,  this 
legislation  was  recommended  by  various  associations  and 
not  by  the  Board  of  Trustees.  One  such  act  was  an  in- 
crease in  court  costs  so  that  a per  capita  equal  share  basis 
of  the  court  costs  would  be  deposited  to  the  individual 
accounts  of  state  and  local  law  enforcement  officers,  ex- 
cept for  elected  Sheriffs,  in  the  Supplemental  Retirement 
Income  Plan.  This  becomes  effective  January  1.  1987. 
Another  Bill  which  was  enacted  but  is  not  effective  un- 
til July  1,  1987,  is  legislation  whereby  local  government 
employers  of  law  enforcement  officers  must  contribute 
2 % of  the  officer's  compensation  to  be  credited  to  the 
officer’s  individual  account  in  the  Supplemental  Retire- 
ment Income  Plan.  After  July  1,  1988.  the  amount  that 
must  be  contributed  increases  to  5 % of  the  local  officer's 
monthly  compensation.  The  Special  Separation 
.Allowance  that  is  presently  in  effect  for  all  state- 
employed  law  enforcement  officers  will  also  apply  to 
local  law  enforcement  officers  effective  on  and  after 
January  1,  1987.  The  administration  of  this  plan  was 
given  to  the  governing  body  for  each  unit  of  local 
government. 

Perhaps  the  most  significant  change  that  affected 
retirees,  as  well  as  active  members,  was  the  change  that 
occurred  in  the  Comprehensive  Major  Medical  Plan  as 
it  applies  to  the  coverage  of  a member's  spouse  after  the 
member’s  death.  Surviving  spouses  of  deceased  active 
and  retired  employees  receiving  a State  retirement 
benefit  will  continue  to  be  eligible  for  life  and  to  have 
the  cost  of  this  coverage  paid  by  the  State  Retirement 
System  until  Tanuarv  1,  1988.  At  that  time,  the  surviv- 
ing spouse  must  then  pay  the  cost  of  coverage.  The  sur- 
viving spouses  of  active  and  retired  employees,  where 
the  employee  retiree  dies  after  October  1,  1986.  ■will  be 
eligible  for  life,  if  covered  by  the  Plan  at  the  time  of  the 
employee/ retiree’s  death,  but  must  pay  the  cost  of  the 
coverage. 

The  Retirement  Systems  and  Trust  Funds 

Actuarial  Valuation 

The  actuarial  valuation  is  prepared  by  an  actuary  to 
assess  the  funding  progress  of  a retirement  system  and 
the  adequacy  of  the  contribution  rates  which  have  been 
established  to  fund  the  system . An  actuarial  valuation 
is  an  inventorv  of  the  assets  and  liabilities  of  a retire- 


ment sv'stem  at  a specific  point  in  time.  Information  col- 
lected covers  all  of  the  active  both  in-service  and  ter- 
minated members  and  all  of  the  retired  members  and 
other  beneficiaries  who  are  receiving  benefit  payments. 
In  this  wav.  everyone  who  has  been  promised  a benefit 
from  the  svstem  is  included  in  the  actuarial  calculations 
to  determine  the  present  value  of  the  system  s liabilities. 
These  liabilities  are  then  compared  to  the  stem's  assets, 
and  calculations  are  made  to  determine  whether  the  con- 
tribution rates  will  be  adequate  to  fund  the  uncovered 
liabilities  in  the  time  period  originally  established.  An- 
nual valuations  are  made  so  as  to  permit  gradual  changes 
in  the  contribution  level  and  or  funding  period  and  keep 
the  funding  on  a proper  course.  The  annual  valuation 
is  also  used  by  the  actuary  to  compare  actual  separation, 
compensation  and  investment  experience  ’with  the  ac- 
tuarial assumptions  used  in  the  valuation  of  the  liabilities 
of  the  system.  The  actuarial  valuation  balance  sheets  for 
each  retirement  system  are  included  ■with  the  tables. 

Actuarial  Assumptions 

The  economic  assumptions  used  for  the  actuarial 
valuation  of  all  retirement  systems  are  an  interest  rate 
of  7: : ~ per  year  and  average  rates  of  salary  increase 
of  7 : : ~r  per  year,  varying  at  different  ages.  The  assum- 
ed rates  for  mortality,  withdrawals,  disabilities  and  ser- 
vice retirement  are  based  on  actual  past  experience.  The 
asset  valuation  method  is  based  on  cost  value. 

Funding  of  the  System 

The  five  retirement  systems  described  in  this  report 
are  being  funded  on  a Full  actuarial  reserve  basis  and 
use  the  entry  age  normal  cost  method  as  the  actuarial 
cost  approach.  Under  the  entry  age  normal  cost  method, 
the  normal  contribution  percentage  rate  is  calculated  on 
the  basis  of  the  adopted  actuarial  assumptions  as  the  level 
percentage  of  the  compensation  of  the  average  new 
member  which,  if  contributed  throughout  the  entire 
period  of  active  sendee,  would  be  sufficient,  together 
with  his  contributions,  to  support  all  the  benefits  payable 
on  his  account.  The  accrued  liability  is  the  difference 
betw  een  total  liabilities  and  the  present  value  of  future 
normal  cost  contribution  and  the  members'  future  con- 
tributions. .All  experience  gains  and  losses  are  reflected 
in  the  amount  of  the  unfunded  accrued  liability  and 
thereby  affect  the  period  of  liquidation,  except  the 
Local  Governmental  Employees’  Retirement  System 
where  they  are  reflected  in  the  normal  contribution  rate. 

.All  retirement  systems  are  joint  contributory  defined 
benefit  plans  with  contributions  made  by  both 
employees  and  employers.  Each  active  member  con- 
tributes six  percent  6 7 of  his  compensation  for 
creditable  service  by  monthly  payroll  deduction.  The 
only  exception  to  this  member  contribution  rate  is  the 
Legislative  Retirement  System  to  which  each  active 
member  contributes  seven  percent  -77  of  his  com- 
pensation. Employers  make  monthly  contributions  based 
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on  a percentage  rate  of  the  members’  compensation  for 
the  month.  Employer  contribution  rates  are  actuarially 
calculated. 

Funded  Status  of  the  Retirement  Systems 

The  consistent  use  of  conservative  actuarial  assump- 
tions and  an  approved  actuarial  cost  method  over  the 
years  since  the  establishment  of  the  retirement  systems, 
and  the  recognition  of  all  promised  benefits  in  the  ac- 
tuarial liabilities,  have  resulted  in  retirement  systems 
which  can  be  labeled  as  “actuarially  sound.”  A simple 


measure  for  determining  the  funded  status  of  a System 
is  to  relate  the  total  present  assets  to  total  accrued 
liabilities  to  determine  a funded  ratio.  The  total  accrued 
liabilities  are  found  by  adding  the  assets  and  the  unfund- 
ed accrued  liabilities.  For  purposes  of  comparison,  the 
funded  ratios  for  the  major  retirement  systems  are 
graphically  illustrated  in  Chart  12.  When  the  ratio 
equals  100%  , a system  is  considered  to  be  “fully  fund- 
ed” on  a current  basis.  At  that  time,  the  employer  will 
make  only  the  normal  (current  service)  contributions. 


FUNDED  RATIO 

OF  THE  RETIREMENT  SYSTEMS 


Chart  12 


% Funded 
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The  Law  Enforcement  Officers' 

Retirement  System  LEO 
N.C.G.S.  143-166  through  143-166.04 

The  Law  Enforcement  Officers'  Retirement  System 
was  established  on  July  i.  1940:  however,  it  did  not 
come  tinier  the  jurisdiction  of  the  Department  of  State 
Treasurer  until  July  1.  IT'S  when  the  North  Carolina 
General  Assembly  enacted  legtslanon  to  transfer  :t  from 
the  Department  of  State  Auditor. 

The  System  is  maintained  for  full-time  and  perma- 
nent employees  of  poliucal  subdivisions  of  the  State  who 
seme  as  law  enforcement  officers. 

The  distribution  of  investments  of  the  assets  of  the 
LEO  System  as  of  December  31.  19S5  was: 

Distribution  of  Investments 
December  31.  1955 

Lera-Term  Fixed  Income  Lmstnent  Pmd  SI SG  .244 . “23 

Beal  Estate  Fuad  3.615.093 

Total  S251.2Cd.93T 

Operations  of  the  LEO  System  during  the  year  It  So 
resulted  in  total  receipts  of  5 51.1  >5. 995  and  total  ex- 
penditures of  $11T0T“35  and  transfers  of  S15S.S09.544, 
Chart  15  graphically  presents  the  distribution  of 
revenues  by  source  and  expenditures  by  purpose. 

The  LEO  System  began  oper anions  with  4. '900 
members  and  total  assets  of  Slit. 254  .As  of  December 
31.  19S5.  the  membership  has  increased  to  TSS-3  and 
there  were  LI  retired  members  and  invested  assets  of 
about  5291  miLiou 

On  January  1.  19Sc.  as  ate  result  of  legislation  enacted 
by  me  133-5  Session  of  the  General  Assembly,  the  LEO 
System  ceased  to  exist  AL  members  and  beneficiary, 
together  with  aL  assets  and  liabilities,  were  then  transfer- 
red to  the  Local  Governmental  Employees’  Retirement 
System  Data  remaining  to  this  transfer  can  be  found 
under  the  functional  section  of  significant  ac- 
complishments of  this  Division. 
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Chart  15 

Law  Enforcement  Officers' 

Retirement  System 
Year  Ended  December  31.  19S5 

Sources  of  Funds 


Applications  of  Funds 
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Consolidated  Judicial  Retirement  System 
of  North  Carolina  Judicial  System 
N.C.G.S.  135-50  through  135-72 

The  Judicial  System  was  created  by  the  1983  Session 
Regular  Session.  1984  of  the  General  Assembly  effec- 
tive January  1.  19S-5.  This  System  was  formed  by  com- 
bining the  previously  existing  Uniform  Judicial,  Uniform 
Solicitorial  and  Uniform  Clerks  of  Superior  Conn  Retire- 
ment Systems.  The  Courts  Commission  was  responsible 
for  the  design  of  the  benefit  structure  of  the  previous 
systems,  which  was  carried  forward  to  the  new-  con- 
solidated System. 

The  membership  of  the  Judicial  System  is  composed 
of  the  elected  judges  and  justices,  solicitors  and  district 
attorneys,  and  clerks  of  superior  court  of  the  General 
Court  of  Justice.  As  of  December  31.  198-5.  there  were 
3S5  active  members  and  216  retired  members  and 
beneficiaries  of  deceased  retired  members.  The  invested 
assets  at  that  time  were  about  550  million. 

The  distribution  of  the  investments  of  the  combined 
Judicial  System  as  of  December  31.  1985  was: 

Distribution  of  Assets 
December  31.  19-So 

Long-Term  Fixed  Income  Investment  Fund  Sul  ltl.tr 2 

Short-Term  Fined  Income  Investment  Fund  36L.5£S 

Real  Estate  Investment  Fund  5dt.ST9 

Equity  Investment  Fund  9. 

Total  S-50.-t-5o.995 

Operations  of  the  Judicial  System  during  the  calen- 
dar year  19S5  resulted  in  total  receipts  of  SI 2. 661. 843 
and  total  expenditures  of  S3.919.3o2.  Cnart  16 
graphically  presents  the  distribution  ot  revenues  by 
source  and  expenditures  by  purpose 

The  latest  Actuary's  Valuation  Balance  Sheet  for  the 
Judicial  System  as  of  January  1.  1986  is  shown  in  Tame 
11.  Based  on  the  actuary's  report,  the  Board  or  Trustees 
set  the  employer  contribution  rate  at  29  71  V of  covered 
members’  payroll  effective  January  1.  1985  On  this 
basis,  the  total  of  member  and  employer  rates  of  con- 
tribution is  adequate  to  fund  all  future  benefits  presently 
authorized  based  on  current  sendee  and  to  fund,  over 
a period  of  20  years  from  January  1.  1985.  the  remain- 
ing accrued  liability  for  past  service. 


Consolidated  Judicial  Retirement  Systran 
of  North  Carolina 
Year  Ended  December  31.  1985 


Sources  of  Funds 
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Teachers’  and  State  Employees’  Benefit  Trust 
(Benefit  Trust) 

N.C.G.S.  135-5(1);  128-27(1);  143-166.02;  and 
143-166.60 

The  Benefit  Trust  was  established  January  1,  1980, 
after  enabling  legislation  was  enacted  in  the  1979  Ses- 
sion of  the  General  Assembly,  by  the  Board  of  Trustees 
of  the  Teachers’  and  State  Employees’  Retirement 
System.  The  Boards  of  Trustees  of  the  Local  Govern- 
mental Employees’  Retirement  System  and  Law  En- 
forcement Officers’  Retirement  System  elected  to  become 
participating  affiliates  in  the  Trust  at  the  same  date.  The 
purpose  of  the  Benefit  Trust  is  to  provide  group  life  in- 
surance benefits  for  members  of  these  three  retirement 
systems.  Formerly,  identical  type  death  benefits  were 
provided  directly  by  these  retirement  systems. 

All  contributions  to  fund  the  life  insurance  benefit  are 
paid  by  State  and  local  governments,  participating  in 
one  of  the  three  retirement  systems,  to  the  Trust  and  held 
separate  and  apart  from  any  pension  or  retirement 
funds.  The  funding  method  adopted  for  the  Benefit 
Trust  is  one-year  term  cost. 

Effective  July  1,  1983,  the  Benefit  Trust  was  expand- 
ed to  include  funding  of  the  individual  coverage  cost  for 
retirees,  and  their  suviving  spouses,  who  retired  with  the 
Teachers’  and  State  Employees,  Consolidated  Judicial 
and  Legislative  Retirement  Systems  under  either  the 
State’s  health  plan  or  approved  Health  Maintenance 
Organizations.  This  function  is  simply  the  conduit  of 
monies  flowing  from  employers  into  the  Trust  to  pay  for 
retirees’  health  plan  coverage.  The  method  of  collecting 
the  employers’  payments  is  a surcharge  payable  with  the 
employer  contribution  rate  to  the  affected  retirement 
systems  of  0.95%  of  covered  members’  payroll. 

Effective  January  1,  1984,  the  Benefit  Trust  was  fur- 
ther expanded  to  include  the  Separate  Insurance  Benefits 
Plan  for  State  and  Local  Governmental  Law  Enforce- 
ment Officers.  This  Plan  was  transferred  from  the  Law 
Enforcement  Officers’  Retirement  System.  The  Plan  pro- 
vides additional  life  insurance  benefits  to  active  and 
retired  law  enforcement  officers  and  additional  accident 
and  sickness  insurance  coverage  for  law  enforcement  of- 
ficers. These  benefits  are  funded  by  a $1.00  cost-of-court 
assessment  in  each  criminal  case  conviction  in  the  State. 

Chart  17  graphically  presents  the  distribution  of 
revenues  by  source  and  expenditures  by  purpose.  The 
number  of  deaths  and  amounts  of  benefit  payments,  ac- 
cording to  member  group,  during  1985  were: 

Life  Insurance  Payments 
Calendar  Year  1985 

Retirement  System  Membership  Number  of  Payments  Amount 


Teachers’  and  State  Employees’ 

302 

$5,667,447 

Local  Governmental  Employees’ 

80 

1,229,480 

Law  Enforcement  Officers’ 

14 

162,403 

Chart  17 

North  Carolina  Teachers’  and  State  Employees’ 
Benefit  Trust 

Year  Ended  December  31,  1985 
Sources  of  Funds 


1.6% 


Applications  of  Funds 


1.6% 
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Legislative  Retirement  Fund  (Fund) 

N.C.G.S.  120-4.1  through  120-4.2 

The  Fund  was  created  by  the  1969  Session  of  the 
General  Assembly  as  a retirement  plan  for  members  and 
elected  officers  of  the  North  Carolina  General  Assembly. 
The  Fund  was  abolished,  prospectively,  by  the  1973  Ses- 
sion (Second  Session  1974).  The  abolishing  Act  preserv- 
ed the  vested  and  inchoate  rights  of  the  members  in  the 
Fund  so  that  all  members  and  former  members  of  the 
General  Assembly  who  had  qualified  by  virtue  of  ser- 
vice as  of  1974  are  still  in  receipt  of  monthly  allowances 
or  may  apply  for  and  receive  monthly  allowances  at  age 
65.  There  were  50  former  members  and  officers  of  the 
General  Assembly  in  receipt  of  allowances  with  a cost 
in  the  year  ended  December  31,  1985,  of  some  $83,375. 
The  cost  is  funded  by  a contribution  of  5 % of  compen- 
sation paid  by  members  at  retirement  and  an  annual 
general  fund  appropriation  made  to  the  General 
Assembly.  The  Fund  is  not  operated  as  a retirement 
fund,  but  as  an  expendable  trust  fund. 

Legislative  Retirement  System  (System) 

N.C.G.S.  120-4.8  through  120-4.29 

The  Legislative  Retirement  System  was  created  by  the 
1983  Session  of  the  General  Assembly  as  a retirement 
plan  for  members  of  the  General  Assembly.  The 
membership  also  included  members  who  were  vested  or 
had  maintained  member  contributions  in  the  Legislative 
Retirement  Fund  and  those  retirees  receiving  a benefit 
from  the  Legislative  Fund  and  who  elect  to  transfer  to 
the  Legislative  Retirement  System. 

As  of  December  31,  1985,  the  System  had  168  active 
members,  21  inactive  members  and  34  retired  members. 
Assets  on  that  date  totaled  $1,141,005.  Operations  of  the 
System  during  calendar  year  1985  resulted  in  total 
receipts  of  $1,095,455  and  disbursements  of  $80,969  with 
the  difference  of  $1,014,486  added  to  the  reserve  for 
future  benefits. 

Rased  on  the  latest  and  previous  actuarial  reports,  the 
employer  contribution  rate  was  set  at  34.37  % of  covered 
members’  payroll  effective  July  1,  1985.  On  this  basis, 
the  total  of  employee  and  employer  rates  of  contribu- 
tion is  adequate  to  fund  all  future  benefits  presently 
authorized,  and  to  fund,  over  a period  of  14  years  from 
January  1,  1986,  the  remaining  accrued  liability  for  past 
service. 

Disability  Salary  Continuation  Plan  (DSC  Plan) 
N.C.G.S.  135-34 

Disability  salary  continuation  benefits  are  self-insured 
and  are  administered  by  the  Division.  The  North 
Carolina  Employee  Disability  Fund  was  established  to 
guarantee  these  benefits  and  was  funded  for  a period 
of  three  years,  from  July  1,  1972  to  June  30,  1975,  at 
the  rate  of  $3.00  per  month  per  employee  paid  by  the 


employers.  In  1975  the  General  Assembly  suspended  the 
employer  contribution.  Since  that  time,  benefits  have 
continued  to  be  paid  from  the  investment  earnings  and 
accumulated  reserves.  In  1977,  for  the  first  time,  the 
benefit  payments  exceeded  the  investment  earnings  and 
the  difference  was  paid  from  the  accumulated  reserves. 

The  following  are  certain  statistics  relating  to  the 
number  of  disabled  members,  number  of  new  claims 
during  the  year,  the  claims  closed  during  the  year,  in- 
vestment earnings  and  amount  of  benefit  payments  dur- 
ing the  calendar  years  ended  1984  and  1985: 


Selected  Statistics 
For  the  Calendar  Years 

1984  1985 

Number  of  Disabled  Members  1,306  1,334 

New  Claims  During  the  Year  629  573 

Investment  Earnings  $ 881,286  $ 784,971 

Amount  of  Benefit  Payments  $2,420,112  $2,462,084 


Public  Employees’  Social  Security  Agency 
(Social  Security  Agency) 

N.C.G.S.  135-19  through  135-26 

The  Social  Security  Agency  administers  the  State’s 
responsibility  under  the  Social  Security  Agreement  be- 
tween the  State  of  North  Carolina  and  the  United  States 
Secretary  of  Health  and  Human  Services.  This  Agree- 
ment was  entered  into  on  July  16,  1951.  This  Agreement 
was  executed  pursuant  to  authority  in  Section  218  of  the 
Federal  Social  Security  Act  and  Article  2,  Chapter  135 
of  the  General  Statutes  of  North  Carolina. 

The  provisions  of  the  Agreement  require  the  Social 
Security  Agency  to  provide  the  mechanics  of  coverage 
for  the  State  and  its  qualified  political  subdivisions,  to 
collect  and  transmit  employee  and  employer  contribu- 
tions, and  to  act  as  liaison  between  the  State  and  the 
Social  Security  Administration. 

During  the  calendar  year  ended  December  31,  1984, 
the  Social  Security  Agency  remitted  $756,079,682  in 
employee  and  employer  social  security  contributions 
from  1,212  State  and  local  government  coverage  units 
for  more  than  529,520  public  employees  in  North 
Carolina. 

National  Guard  Pension  Plan 
(Guard  Plan) 

N.C.G.S.  127A-40 

The  Guard  Plan  was  transferred  to  the  Department 
of  State  Treasurer  for  payment  of  monthly  benefits  by 
the  1979  Session  of  the  General  Assembly,  effective 
July  1,  1979.  This  Division  pays  allowances  based  on  the 
certification  of  eligibility  of  former  national  guardsmen 
by  the  Secretary  of  the  Department  of  Crime  Control 
and  Public  Safety.  The  payments  of  benefits  are  funded 
by  State  General  Fund  appropriations  by  the  General 
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Assembly.  As  of  December  31,  1985,  there  were  610 
beneficiaries  in  receipt  of  monthly  allowances  from  the 
Guard  Plan  at  a cost  that  calendar  year  of  $607,540. 

The  1983  Session  of  the  General  Assembly  enacted 
legislation,  effective  July  1,  1983,  creating  a trust  fund 
for  financing  National  Guard  Plan  payments  and  re- 
quiring the  State  Treasurer  to  maintain  the  Plan  on  a 
generally  accepted  actuarial  basis.  Based  on  an  actuarial 
study  after  passage  of  this  legislation,  the  June  1984  Ses- 
sion appropriated  $1,717,977  to  begin  actuarial  reserve 
funding,  and  the  1985  Session  appropriated  a like 
amount. 

Supplemental  Retirement  Income 
Plan  of  North  Carolina  [401  (k)  Plan] 

N.C.G.S.  135-90  through  135-95;  143-166.30; 
and  143-166.50 

The  1983  Session  (Regular  Session,  1984)  enacted 
enabling-type  legislation  creating  the  State’s  Internal 
Revenue  Code  Section  401(k)  Plan  effective  as  of  January 
1,  1985.  The  Plan  is  a voluntary  tax  deferred  savings/in- 
vestment program  designed  to  supplement  members’ 
replacement  income  in  retirement.  The  Plan  is  govern- 
ed jointly  by  the  State  Treasurer  and  a Board  of  Trustees 
composed  of  members  of  the  Boards  of  Trustees  of  the 
Teachers’  and  State  Employees’  and  Local  Governmen- 
tal Employees’  Retirement  Systems. 

After  a thorough  competitive  bidding  process,  the 
Board  selected  Branch  Banking  and  Trust  Company 
(BB&T)  as  the  Plan’s  third-party  administrator.  BB&T 
is  responsible,  under  the  Plan  document  adopted  by  the 
Board  and  the  terms  of  the  contract  with  the  Board,  for 
all  aspects  of  operating  the  Plan.  This  responsibility  in- 
cludes communications,  recordkeeping  and  investment 
products. 

Legislation  enacted  by  the  1985  Session  of  the  General 
Assembly  caused  the  Special  Annuity  Accounts  of 
members  of  the  Law  Enforcement  Officers’  Retirement 
System  to  be  transferred  to  the  Supplemental  Retirement 
Income  Plan  on  January  1,  1986.  This  asset  transfer 
amounted  to  $35,383,327  representing  5,717  accounts 
and  was  the  first  of  three  phases  that  transferred  assets 
to  the  Plan.  Phases  two  and  three  were  completed  in 
February  and  May  respectively  and  $3,824,286  in  ad- 
ditional assets  were  transferred,  for  a total  of 
$39,207,614  in  assets  transferred  to  the  Plan.  As  of  June 
30,  1986,  there  were  12,922  members  of  the  Plan  with 
$76,667,819  in  assets. 

Legislation  also  enacted  by  the  1985  Session  of  the 
General  Assembly  caused  a portion  of  court  cost  receipts 
to  be  deposited  into  each  individual  local  law  enforce- 
ment officer’s  account  in  the  Plan  begining  January  1, 
1986. 

By  law,  each  State  department,  agency  and  institu- 
tion employing  State  law  enforcement  officers  must  con- 
tribute an  amount  equal  to  5 % of  each  officer’s  com- 
pensation to  the  401(k)  plan  monthly.  In  calendar  year 


1985,  this  5%  contribution  resulted  in  $3,277,124  be- 
ing credited  to  the  individual  accounts  of  officers  in  the 
plan.  In  addition,  $379,063  of  court  cost  receipts 
designated  for  State  Law  enforcement  officers  were 
deposited  to  their  individual  plan  accounts  in  equal 
shares  during  1985. 
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Administrative 
Services  Division 


The  Administrative  Services  Division  provides  support 
services  to  the  State  Treasurer  and  the  three  program 
divisions.  General  support  services  include  budget 
management,  personnel  management,  and  purchasing 
and  mail  room  operations.  In  addition  to  general  sup- 
port, technical  support  services  are  also  provided.  These 
services  include  data  processing,  word  processing  and 
technical  assistance  for  special  projects  such  as  cost- 
benefit  studies,  management  audits  and  preparation  of 
technical  materials. 

Escheat  and  Abandoned  Property  Administration  is 
a small  but  important  operating  function  of  the  Depart- 
ment. Because  it  does  not  fit  the  operating  patterns  of 
the  other  divisions,  it  operates  as  a section  of  the  Ad- 
ministrative Services  Division. 

Table  of  Organization 


Operational  Highlights 

• Net  earnings  on  investments  from  the  Escheat  Fund 
amounted  to  $3,346,530,  which  was  remitted  to  the  State 
Education  Assistance  Authority  to  provide  loans  to  North 
Carolina  students  in  State-supported  schools  of  higher 
education. 

• $5,289,864  in  unclaimed  and  abandoned  property  was 
received  from  1,853  holders. 

• A record  $549,728  was  refunded  to  1,696  owners  of 
unclaimed  and  abandoned  property. 


• Forty-eight  unclaimed  and  abandoned  property  audits 
were  conducted  on  financial  institutions.  Clerks  of  Superior 
Court  and  one  insurance  company,  resulting  in  the  receipt 
of  over  $1,165,494.  The  audits  also  identified  an  addi- 
tional $2,528,147  in  potential  receipts. 

• Three  additional  reciprocal  escheat  agreements  with 
other  states  were  signed,  bringing  the  total  number  of 
agreements  to  twelve. 

• Phototypesetting  equipment  was  enhanced  to  improve 
capability  of  providing  camera-ready  copy  on  materials. 

• The  Department’s  main-frame  computer  system  was 
upgraded  to  meet  the  increasing  demands  for  processing 
brought  about  by  increased  telecommunication  and  war- 
rant processing  systems. 

Support  Services 

Data  Processing:  The  Data  Processing  Section  provides 
the  centralized  data  processing  resources  for  the  Depart- 
ment’s needs.  The  Section’s  major  resources  and 
capabilities  are:  (a)  project  development  and  planning; 
system  analysis  and  design  and  computer  programming; 

(b)  computer  operations  utilizing  a medium-sized  IBM 
computer  system  with  telecommunication  features;  and 

(c)  a data  entry  staff. 

The  Department  has  identified  future  programs  and 
enhancements  to  existing  programs  which  will  provide 
better  management  information  and  improve  many 
operational  functions  within  the  Department.  Major 
projects  under  development  or  recently  implemented  are 
outlined  as  follows: 

Teleprocessing  capabilities  have  been  implemented  to 
support  an  investment  accounting  system  (IAS)  for  the  In- 
vestment Division.  The  IAS  package  will  provide  a com- 
plete accounting  system  for  the  State’s  investment  port- 
folio. As  part  of  this  accounting  system,  a data  interface 
between  the  IAS,  the  State’s  disbursing  accounts  and  the 
State’s  budgetary  accounting  system  will  be  helpful.  To 
date,  about  three-fourths  of  the  IAS  is  in  production  with 
the  remainder  to  be  implemented  within  the  next  year. 

As  reported  last  year,  an  up-to-date  document  processor 
with  compatible  software  has  been  installed  for  the  war- 
rant in-clearing  operation  of  the  Investment  and  Banking 
Division.  This  system  also  allows  for  preparing  qualified 
deposits,  thus  allowing  earlier  availability  of  funds.  The 
results  of  this  project  are  (1)  improved  service  to  the  State 
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agencies.  Institutions  and  Universities  and  (2)  improved 
operational  procedures  in  the  banking  and  computer 
systems  operations.  The  cost  effectiveness  of  this  operation 
has  far  exceeded  our  expectations. 

A personal  computer  network  system  has  been  approv- 
ed to  support  the  money  desk  operation  for  investment  ac- 
tivities of  this  Division. 

A significant  data  conversion  project  is  continuing  for 
the  member  accounts  in  the  Retirement  Systems  Division 
and  is  expected  to  be  concluded  within  the  next  year.  The 
conversion  itself  involves  the  transferring  of  a member’s 
biographical  and  service  retirement  data  from  physical  files 
to  the  automated  datafiles.  The  objective  of  this  project 
is  to  provide  a “free  standing”  informational  data  base 
which  will  eliminate  the  manual  aspects  of  calculating 
retirement  benefits.  To  more  fully  complement  this  system, 
on-line  teleprocessing  functions  have  been  developed  so 
that  member  account  information  may  be  entered  direct- 
ly into  the  computer  by  the  Retirement  Division. 

The  major  projects  presently  under  development  for  the 
Retirement  Division  include:  (a)  an  improved  refund  pay- 
ment system  for  the  member  accounts  that  will  more  ful- 
ly interact  with  the  teleprocessing  capabilities  of  the 
system;  (b)  an  on-line  teleprocessing  system  for  subsidiary 
posting  and  deposit  advice  for  employee  and  employer 
receipts,  with  the  intention  of  including  receipt  process- 
ing for  the  Public  Employees’  Social  Security  clearing 
operations;  (c)  continuing  enhancement  of  the  program 
package  that  computes  the  purchase  of  service  credits  on 
a full  cost  actuarial  basis  for  the  members;  and  (d)  a system 
that  will  account  for  non-members  of  the  Retirement 
System  who  are  participating  in  the  “4 01(k)”  deferred  com- 
pensation plan. 

Projects  that  have  been  completed  this  year  for  the 
Retirement  Division  are:  (a)  more  informative  statements 
of  accounts  (i.e.,  accurate  account  of  members’  service  and 
estimated  benefits)  for  the  Local  Governmental  Employees’ 
and  the  Law  Enforcement  Officers’  Retirement  Systems; 
(b)  a system  for  reporting  “401(k)”  deferred  compensation 
data  to  the  Plan  Administrator;  (c)  the  transferring  of  State 
law  enforcement  officers  to  the  Teachers’  and  State 
Employees’  Retirement  Program;  and,  (d)  a systems 
modification  to  maintain  and  report  retired  members  who 
elected  the  Health  Maintenance  Organizations  (HMO) 
coverage  offered  through  the  State  Comprehensive  Medical 
Insurance  Plan. 

Additional  enhancements  have  been  made  to  the 
automated  batch  processing  system  for  the  Escheat  Fund. 
This  system  performs  accounting  functions  for  receipts  and 
refunds,  and  provides  storage  of  inf ormation  on  the  holders 
and  original  owners  of  escheated  property  necessary  for 
the  new  reporting  requirements  of  the  Escheat  Laws.  A 
telecommunications  system  is  still  being  developed  for  the 
Escheat  Program.  This  system  tvill  provide  for  inquiries 
to  owner  and  holder  data,  as  well  as  permit  on-line  up- 
dates, corrections  and  initiating  refund  payments. 


An  automated  batch  processing  system  provides  improv- 
ed debt  service  information  for  the  State  and  Local 
Government  Finance  Division.  This  system  prepares  bond 
amortization  schedules,  monthly  principal  and  interest 
statements,  and  annual  financial  statement  reports.  This 
system  is  presently  being  studied  because  of  bond  issues 
that  note  have  varying  dates  for  interest  and  principal 
payments. 

To  date,  a personal  computer  has  been  installed  to 
facilitate  the  modeling  of  bond  amortization  schedules  and 
to  prepare  financial  reports.  This  Division  is  also  attemp- 
ting to  locate  a vendor-supplied  software  product  that  will 
manage  the  total  indebtedness  data  system. 

The  Data  Processing  Section  upgraded  the  main-frame 
computer  system  to  meet  the  increasing  demands  for  pro- 
cessing brought  about  by  the  additional  telecommunica- 
tion and  warrant  processing  systems.  The  enhancements 
provide  greater  speed,  increased  storage  and  improved 
utilization  of  teleprocessing  terminals. 

Technical  Assistance:  Projects  were  carried  out  for 
all  divisions  of  the  Department  during  the  year.  Among 
the  more  significant  projects  were: 

□Assistance  to  the  Investment  and  Ranking  Division 

• To  complete  the  Investment  Accounting 
System ™ — work  during  the  year  was  directed 
toward  determining  whether  the  system  did  or  did 
not  meet  required  specifications,  and  where 
necessary,  defining  needed  corrections. 

• To  complete  the  upgrade  of  Warrant  Clearing 
Equipment  project  — work  during  year  was 
primarily  supervision  of  technical  specifications  for 
the  proof  of  deposit  part  of  the  project  and  for  the 
final  report. 

• To  review  and  establish  specifications  for  a small 
personal  computer  network  within  the  Division. 

\3 Assistance  to  the  Retirement  Systems  Division 

• To  review  operations  of  refund  payment  system 
and  prepare  preliminary  design  of  a new 
automated  system  for  retirement  system  refunds. 

• To  review  and  determine  feasibility  of  using  op- 
tical character  reading  equipment  to  process  hard- 
copy payroll  reports  from  the  employers. 

[ ^Assistance  to  the  Administrative  Support  Division 

• To  evaluate  and  prepare  specifications  for  the 
replacement  of  the  mail  inserter  and  the 
phototypesetting  equipment. 

• On  the  year-end  closing  and  the  preparation  of  the 
general  purpose  financial  statements. 

• To  conduct  an  operational  review  of  the  Escheat 
Administration  Section.  After  the  review  was  com- 
pleted, prepared  a recommendation  for  the  overall 
design  on  an  on-line  real-time  computer  system  for 
escheat  and  interim  procedures  to  make  the  cash 
receipts  and  refund  processes  more  efficient. 
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Held  rulemaking  hearings  on  September  26,  1985  and 
March  19,  1986  and  submitted  the  adopted  rules  to  the 
Attorney  General’s  office.  Prepared  and  submitted 
reviews  of  all  administration  rules  as  required  by  Chapter 
746,  SL1985. 

Comments  were  prepared  and  submitted  to  the 
Governmental  Accounting  Standards  Board  on  the 
following  documents: 

•Exposure  draft  of  a proposed  statement  on  standards 
for  accounting  and  financial  reporting  of  deposits  and 
investments  (including  repurchase  agreements). 

•Exposure  draft  of  a proposed  statement  on  standards 
for  financial  reporting  of  deferred  compensation 
(1RC457)  plans. 

• Exposure  draft  on  disclosure  of  defined  benefit  pen- 
sion information  for  public  employee  retirement 
systems  and  their  employers. 

•Discussion  memorandum  on  accounting  and  financial 
reporting  for  special  assessments. 

•Exposure  draft  of  a proposed  statement  of  concepts  on 
objectives  of  financial  reporting. 

Other  small  projects  were  completed  throughout  the 
year,  including  assistance  in  editing  and  preparing 
various  reports,  preparation  of  a Cash  Management  Plan 
for  the  Department  and  the  consolidation  of  the  budget 
for  the  Retirement  Systems  Division. 

Personnel:  The  Department  continues  to  provide 
training  for  minority  and  female  co-op  students  through 
an  arrangement  with  State  Personnel,  the  Model 
Cooperative  Education  Program.  Qualified  college 
students  who  participate  in  the  program  are  given  train- 
ing in  the  professional  job  category  of  Account- 
ing/Auditing. The  students  benefit  from  the  hands-on 
training  and  actually  participate  in  field  audit  trips.  By 
providing  student  placements,  the  Department  helps  the 
State’s  effort  to  increase  representation  of  protected 
group  workers  in  the  professional  category. 

During  the  past  year  a fourth  employee  from  the 
Department  graduated  from  the  Public  Managers  Pro- 
gram. This  program  was  designed  as  a management 
development  program  for  first  and  middle  level 
managers  in  State  government.  Participants  receive  in- 
struction on  improving  leadership  skills  and  are  award- 
ed certification  upon  completion  of  the  two-year 
program. 

The  Department  endorses  the  Governor’s  program  on 
Work  Place  Requirements  for  Safety  and  Health.  The 
protection  of  employees  and  the  public  on  State  proper- 
ty is  a primary  concern.  The  Departmental  Safety  Of- 
ficer works  with  the  Safety  Network  to  ensure  that 
employees  are  protected  from  injuries  or  health  problems 
that  are  job  related.  He  also  assists  in  developing 
emergency  plans  and  safety  regulations  for  the 
Department. 

Word  Processing:  The  Word  Processing  Center  pro- 
vides specialized  services  to  all  divisions  of  the  Depart- 
ment. These  services  include  the  following: 


Support  in  the  preparation  of  statistical  reports,  pro- 
cedures, manuals  and  written  communications. 

Technical  assistance  in  the  design  of  new  forms  and  revis- 
ed forms. 

Preparation  of  final  copy  for  printing  of  official 
statements,  bond  and  note  circulars,  brochures,  manuals 
and  forms. 

Coordination  of  all  printing  requests. 

A total  of  77,586  pages  was  prepared  on  the  word  pro- 
cessing equipment  with  a total  line  count  of  2,193,744 
during  this  fiscal  year.  The  average  monthly  line  count 
by  quarters  for  the  past  three  years  is  shown  on  Chart  18. 

All  of  the  phototypesetting  equipment  has  been  replac- 
ed with  up-to-date  equipment.  A laser  printer  was  add- 
ed for  drafts  to  cut  the  cost  of  production.  We  are  also 
currently  evaluating  additional  peripheral  equipment  to 
further  enhance  our  operations. 


Chart  18 
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Escheat  and  Abandoned 
Property  Administration 

The  word  “Escheat”  as  we  know  it  today  originated 
in  the  elaborate  feudal  landholding  system  which  existed 
in  England  during  the  Middle  Ages.  The  basic  premise 
was  that  property,  which  remained  without  an  owner 
or  upon  failure  of  a decedent’s  heirs  to  claim  property, 
reverted  to  the  sovereign  from  whom  all  property  rights 
were  derived.  This  concept  was  brought  to  the  American 
Colonies  by  the  English  settlers  and  was  included  in  the 
instrument  by  which  the  Lords  Proprietors  governed  the 
Colonies. 

Upon  the  conclusion  of  the  Revolutionary  War,  the 
State  of  North  Carolina  succeeded  to  the  rights  previous- 
ly held  by  the  Crown,  including  the  right  of  escheat.  The 
North  Carolina  Legislature  adopted  the  University  Act 
of  1789  which  gave  the  newly  formed  University  “all  the 
property  that  has  heretofore  or  shall  hereafter  escheat 
to  the  state.”  Throughout  the  early  decades  of  the  Univer- 
sity, the  escheat  collections,  though  often  minimal,  pro- 
vided a vital  source  of  funds  for  the  institution.  The 
Treasurer  of  the  University  was  responsible  for  the  col- 
lection of  escheated  property  under  the  law. 

In  1970,  a constitutional  amendment  was  passed  by 
the  people  of  North  Carolina  to  transfer  the  administra- 
tion of  the  Escheat  Fund  from  the  University  System  to 
the  Department  of  State  Treasurer.  In  1971,  legislation 
was  enacted  to  establish  this  administration.  Beginning 
with  a zero  fund  balance,  the  Escheat  and  Abandoned 
Property  Program  under  the  direction  of  the  State 
Treasurer  has  grown  to  $36,452,867  as  of  June  30,  1986. 

Over  the  years,  the  concept  of  escheat  changed  from 
receiving  the  estates  of  pure  “escheats”  where  an  owner 
dies  intestate  and  there  are  no  surviving  heirs,  to  recover- 
ing unclaimed  and  abandoned  moneys  such  as  savings 
accounts  and  uncashed  checks.  Today,  the  majority  of 
the  funds  submitted  to  the  Escheat  Fund  are  in  the  form 
of  unclaimed  and  abandoned  property,  comprised  of 
moneys  transferred  to  the  State  from  financial  institu- 
tions, businesses,  corporations,  state  agencies,  etc.,  which 
would  have  been  paid  to  the  rightful  owners  if  they  could 
be  located.  In  this  case,  the  State  is  serving  as  custodian 
rather  than  owner;  however,  the  property  will  be  refund- 
ed upon  the  request  of  a legal  owner,  or  as  in  the  case 
of  an  escheat,  if  the  legal  heir  presents  claim. 

The  moneys  received  last  year  amounted  to 
$5,289,864.  These  funds  are  invested,  and  the  earnings 
on  the  investments,  minus  any  administrative  expense, 
are  remitted  to  the  State  Education  Assistance  Authori- 
ty. The  earnings  on  investments  made  available  for 
1984-85  to  the  SEAA  amounted  to  $2,898,308,  a 16.5  % 
increase  over  the  previous  year.  As  provided  in  the  North 
Carolina  Constitution,  this  money  was  used  by  the 
Authority  to  make  loans  to  worthy  and  needy  North 
Carolina  students  attending  State-supported  schools  of 
higher  education.  From  net  earnings  of  the  Fund  dur- 
ing 1985-86,  $3,346,531  will  be  made  available  to  the 
SEAA  in  1986-87. 

During  the  past  fiscal  year,  the  Program’s  escheat 


auditors  conducted  48  audits,  primarily  on  financial  in- 
stitutions and  North  Carolina  Clerks  of  Superior  Court. 
The  total  potential  escheatable  property  identified  as  a 
result  of  these  field  audits  amounted  to  $2,528,147.  As 
of  June  30,  1985  the  amount  actually  recovered  was 
$1,165,494. 

North  Carolina  is  a member  of  the  National  Associa- 
tion of  Unclaimed  Property  Administrators  (NAUPA).  At 
the  present  time  43  states  are  active  members  of  this 
Association,  providing  an  excellent  vehicle  which  allows 
the  states  to  interact  with  each  other  to  improve  their 
programs.  North  Carolina  had  the  opportunity  to  serve 
as  the  host  state  for  the  1985  NAUPA  conference.  The 
format  of  the  conference  was  designed  to  serve  the  ad- 
ministrators and  the  chief  auditors  of  the  states  in  at- 
tendance. Agenda  topics  included  areas  involving  state 
and  federal  legislation,  legal  cases,  developing  and  ex- 
panding a holder  base  for  the  administrators;  and  topics 
such  as  audits  of  cities  and  counties,  retail  stores,  pro- 
perty and  casualty  insurance  audits  and  estimation 
techniques  for  the  auditors  proved  to  be  very  timely  and 
beneficial. 

During  the  year,  the  National  Association  of  Unclaim- 
ed Property  Administrators  succeeded  in  obtaining  a 
restraining  order  to  stop  the  Suarez  Corporation  of  Can- 
ton, Ohio  from  engaging  in  false  representations  through 
its  Department  of  Unclaimed  Funds  and  Benefits  Pro- 
gram. This  company  was  advising  individuals  that  “they 
may  be  eligible  to  obtain  unclaimed  funds . . .”  and  by 
sending  the  company  $19.00  one  could  receive  informa- 
tion on  how  to  receive  these  unclaimed  funds.  For  the 
$19.00,  the  individual  basically  received  information  on 
the  types  of  property  which  became  unclaimed  and 
abandoned  and  a list  of  the  Unclaimed  and  Abandoned 
Property  Offices  across  the  country.  Despite  the  efforts 
of  NAUPA,  the  IHS  Department  of  Unclaimed  Funds 
received  over  $1  million  from  unsuspecting  citizens. 

In  a continued  effort  to  ease  the  burden  on  the  holders 
who  remit  unclaimed  and  abandoned  property  to  the 
States,  North  Carolina  has  now  entered  into  reciprocal 
agreements  with  11  other  states.  This  arrangement  allows 
holders  in  a reciprocal  state  to  report  unclaimed  and 
abandoned  moneys  for  North  Carolina  to  their  state  of 
domicile.  The  unclaimed  and  abandoned  property  pro- 
gram of  that  state  then  makes  the  proper  remittance  to 
North  Carolina.  This  procedure  allows  the  holder  to  file 
fewer  reports  and  eliminates  the  need  for  the  holder  to 
be  familiar  with  the  various  unclaimed  and  abandoned 
property  laws.  As  indicated  on  chart  19,  last  year  North 
Carolina  received  $104,691  and  paid  out  $56,316  as  a 
result  of  reciprocal  agreements. 

One  of  the  major  efforts  of  the  State  Treasurer  in  his 
administration  of  the  Escheat  and  Abandoned  Property 
Fund,  is  to  reunite  monies  collected  with  the  rightful 
owners.  Although  budget  limitations  prevent  a max- 
imum effort,  a record  number  of  claims  was  received  this 
year  resulting  in  refunding  $549,728.00  to  1,696  owners. 
New  methods  are  presently  being  implemented  which 
should  result  in  the  refunding  of  even  more  moneys  in 
the  coming  years. 
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Chart  19 


ESCHEAT  FUND  FACT  SHEET 


FY7/1/1982 

FY7/1/1983 

FY7/1/1984 

FY7/1/1985 

6/30/83 

6/30/84 

6/30/85 

6/30/86 

Funds  Escheated: 

Estates  and  Trusts 

$ 44,378 

$ 152,215 

$ 116,020 

$ 30,644 

Clerks  of  State  Courts 

163,741 

686,209 

1,123,965 

1,343,629 

State  and  National  Banks 

811,480 

1,535,967 

960,900 

802,193 

Savings  & Loan  Associations  and 

Credit  Unions 

140,985 

272,694 

394,542 

324,793 

Insurance  Companies 

150,776 

300,318 

310,290 

513,682 

Public  Utilities  and  Membership  Co-ops 

128,071 

229,115 

169,501 

636,395 

State  and  Governmental  Agencies 

311,108 

522,995 

545,478 

728,494 

Other  Businesses 

267,344 

399,831 

664,716 

910,034 

Total  Funds  Escheated 

$ 2,017,883 

$ 4,099,344 

$ 4,285,412 

$ 5,289,864 

Number  of  Reciprocal  States 

0 

6 

9 

11 

Number  of  Positive  Reports  Received 

1,225 

1,345 

1,651 

1,853 

Number  of  Reciprocal  Reports  Received 

0 

5 

8 

8 

Total  Reports  Received 

1,225 

1,350 

1,659 

1,861 

Amount  of  Funds  Escheated 

$ 2,017,883 

$ 4,080,167 

$ 4,271,469 

$ 5,185,173 

Amount  Received  from  Reciprocal  States 

0 

19,177 

13,943 

104,691 

Total  Escheats  Received 

$ 2,017,883 

$ 4,099,344 

$ 4,285,412 

$ 5,289,864 

Number  of  Refunds  Paid 

1,416 

1,534 

1,650 

1,696 

Number  of  Refunds  to  Reciprocal  States 

0 

6 

8 

10 

Total  Refunds  Paid 

1,416 

1,540 

1,658 

1,706 

Amount  of  Refunds  Paid 

$ 294,627 

$ 340,875 

$ 425,644 

$ 563,662 

Amount  Sent  to  Reciprocal  States 

0 

12,527 

33,311 

56,316 

Total  Amount  Refunded 

$ 294,627 

$ 353,402 

$ 458,955 

$ 619,978 

Allocable  Income  Received 

$ 2,323,059 

$ 2,612,237 

$ 3,047,429 

$ 3,596,145 

Administrative  Expenses 

107,763 

123,933 

149,121 

249,614 

Amount  Remitted  to  SEAA 

$ 2,215,296 

$ 2,488,304 

$ 2,898,308 

$ 3,346,531 

§ of  Loans  Made  Available  to  Students 

946 

1,249 

1,153 

1,413 

Fund  Equity 

$26,462,521 

$30,437,534 

$34,686,028 

$39,820,252 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
COMBINED  BALANCE  SHEET 

ALL  DEPARTMENTAL  OPERATING  FUND  TYPES  AND  ACCOUNT  GROUPS 

June  30,  1980 


ASSETS 

Deposits  with  State  Treasurer 
Aecrued  interest  receivable 
Accounts  receivable  - interdepartmental 
Accounts  receivable  - local  governmental 
Accounts  receivable  - contributions 
Accounts  receivable  - other 
Inventories 
Fixed  assets 

Total  Assets 

LIABILITIES  AND  FUND  EQUITY 

1 labilities 

Deposits  - local  governmental 
Accounts  payable  - federal  government 
Accounts  payble  - interdepartmental 
Accounts  payable  - other 
Accrued  expenses 
Deferred  income 

Total  Liabilities 

Fund  Equity 

Investment  in  fixed  assets 
Fund  balance 

Reserved  for  trust  beneficiaries 
Reserved  for  inventories 
Reserved  for  encumbrances 
U n reserved 

Total  Fund  Balance 

Total  Fund  Equity 

Total  1 labilities  and  Fund  Balance 


Governmental 
Fund  Type 
General  Fund 
(Departmental) 

$ 129,772 

7,276 

16,156 

22,723 

$175,927 


152,357 

11,133 

8,199 

171,689 


22,723 

119,763 

(138,248) 

4,238 

4,238 

$ 175,927 


The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  ot  this  Statement. 
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Exhibit  A 


Fiduciary  F’und  Type 

Expendable 

Trust  Fund 

Pension 

Funds 

Agency 

Fund 

Fixed  Asset 
Account  Group 
(Departmental) 

Memorandum 

Only 

Total 

$93,367,024 

114,630 

351,405 

$ 9,975,662,311 
410,578 

$14,859,793 

$ 

$10,084,018,900 

525,208 

351,405 

4,186,265 

282,032 

67,825,679 

160,508 

7,276 

72,011,944 

458,696 

22,723 

2,013,391 

2,013,391 

$98,301,356 

$10,044,059,076 

$14,859,793 

$2,013,391 

$10,159,409,543 

$ 

1,645,885 

3,346,530 

1,132,968 

$ 

75,077 

$14,859,793 

$ 

$ 14,859,793 

1,645,885 
3,346,530 
1,360,402 
11,133 
8,199 

6,125,383 

75,077 

14,859,793 

21,231,942 

92,175,973 

10,043,983,999 

2,013,391 

2,013,391 

10,136,159,972 

22,723 

119,763 

(138,248) 


92,175,973 

10,043,983,999 

10,136,164,210 

92,175,973 

10,043,983,999 

2,013,391 

10,138,177,601 

$98,301,356 

$10,044,059,076 

$14,859,793 

$2,013,391 

$10,159,409,543 
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N.  C.  DEPARTMENT  OF  STATE  TREASURER 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES  AND  CHANGES  IN  FUND  BALANCES 

ALL  DEPARTMENTAL  OPERATING  FUND  TYPES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1986 


Governmental 
Fund  Types 

General  Fund 
(Departmental) 


Revenues 

Investment  income 
Contributions  (employer/ employee) 

Federal  grants 
Court  fees 

Current  year’s  escheats 
Service  charges 
Income  tax  check  off 
Miscellaneous 

Total  Revenues 

Expenditures 

Current  administration 
General 
Escheats 

Investment  and  Banking 

State  and  Local  Government  Finance 

Retirement  Systems 

Advisory  Council  on  Vocational  Education 
Retirement  and  other  benefits  paid 
Refunds 

Payments  to  political  parties 
Management  fees 

Total  Expenditures 

Revenues  Over  (Under)  Expenditures 

Other  Financing  Sources  (Uses) 

Appropriations 
Interdepartmental  transfers 
Revenues  and  Other  Financing  Sources  Over  (Under) 
Expenditures  and  Other  Financing  Uses 
Fund  Balance,  June  30,  1985 
Adjust  Reserve  for  Related  Asset 
Fund  Balance,  June  30,  1986 


$ 


172,723 


4,191,488 

37,929 

4,402,140 


266,218 

254,708 

2,148,094 

1,112,891 

3,580,783 

172,723 


7,535,417 

(3,133,277) 


2,875,787 

173,958 

(83,532) 

85,858 

1,912 

$ 4,238 


The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 
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Exhibit  B 


Fiduciary  Fund  Types 

Memorandum 

Expendable 

Pension 

Only 

Funds 

Funds 

Total 

$ 8,531,152 

$ 1,021,474,931 

$ 1,030,006,083 

47,806,454 

795,899,123 

843,705,577 

172,723 

1,731,054 

1,205,644 

2,936,698 

5,289,864 

5,289,864 

4,191,488 

550,374 

550,374 

5,798 

413,071 

456,798 

63,914,696 

1,818,992,769 

1,887,309,605 

6,150 

266,218 

254,708 

2,154,244 

44,843,443 

422,788,085 

1,112,891 

3,580,783 

172,723 

467,631,528 

623,281 

59,047,454 

59,670,735 

458,610 

458,610 

596,150 

3,256,882 

3,853,032 

46,527,634 

485,092,421 

539,155,472 

17,387,062 

1,333,900,348 

1,348,154,133 

(3,346.5301 

(39,190,371) 

2,875,787 

(42,362,943) 

14,040,532 

1,294,709,977 

1,308,666,977 

78,135,441 

8,749,274,022 

8,827,495,321 

1,912 

$92,175,973 

$10,043,983,999 

$10,136,164,210 
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Exhibit  C 


N.  C.  DEPARTMENT  OF  STATE  TREASURER 
COMBINED  STATEMENT  OF  DEPARTMENTAL  REVENUES  AND  EXPENDITURES  — 

BUDGET  AND  ACTUAL 
GENERAL  FUND  (Departmental  Activities  Only) 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1986 


Departmental  Expenditures 

Current  administration 

Budget 

Actual 

Variance 

Favorable 

(Unfavorable) 

General  administration 

$ 600,979 

$ 593,280 

$ 7,699 

Escheat  Fund  administration 

274,468 

255,191 

19,277 

Word  processing 

241,055 

203,340 

37,715 

Data  processing 

1,130,295 

1,056,292 

74,003 

Investment  & Banking  operations 

2,475,331 

2,139,166 

336,165 

Local  Government  operations 

1,212,318 

1,103,838 

108,480 

Retirement  operations 

3,961,342 

3,603,624 

357,718 

Advisory  Council  on  Education 

Reserves  and  transfers 

285,330 

51 

170,093 

115,237 

51 

Total  Departmental  Expenditures  10,181,169  9,124,824  1,056,345 


Departmental  Receipts 
Current  administration 


General  administration 

246,164 

258,480 

12,316 

Escheat  Fund  administration 

274,468 

255,191 

(19,277) 

Word  processing 

241,055 

203,340 

(37,715) 

Data  processing 

1,130,295 

1,056,292 

(74,003) 

Investment  & Banking  operations 

222,227 

249,281 

27,054 

Local  Government  operations 

365,113 

452,736 

87,623 

Retirement  operations 

3,961,342 

3,603,624 

(357,718) 

Advisory  Council  on  Education 

285,330 

170,093 

(115,237) 

Total  Departmental  Receipts 

6,725,994 

6,249,037 

(476,957) 

Appropriation 

$ 3,455,175 

$ 2,875,787 

$ 579,388 

The  accompanying  Notes  to  the  Financial  Statements  are  an  integral  part  of  this  Statement. 


A-6 


Exhibit  D 


N.  C.  DEPARTMENT  OF  STATE  TREASURER 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
ALL  DEPARTMENTAL  OPERATING 
FUND  TYPES  AND  ACCOUNT  GROUPS 
JUNE  30,  1986 


1.  Principles  of  Presentation 

These  statements  include  all  operations  of  budgetary  funds  administered  by  the  Department  of  State  Treasurer. 
They  do  not  reflect,  nor  are  they  intended  to  reflect  the  financial  statements  of  the  State  of  North  Carolina. 
Nor  do  they  reflect  the  investment  activity  of  the  State  Treasurer  except  the  results  as  shown  in  the  budgetary 
funds.  The  activity  of  the  investment  pools  is  shown  in  separate  financial  statements  published  concurrently 
herewith.  These  operations  are  broken  down  by  type  of  fund  as  follows: 

A.  Governmental  Fund  Types  — Departmental  Operations  Only 

General  Fund  — The  operations  shown  include  all  administrative  expenses  and  offsetting  revenues  in 
budget  code  13410.  Unexpended  federal  grant  revenues  in  budget  code  33410  are  also  included. 

B.  Fiduciary  Fund  Types 

Expendable  Trust  Funds  — Includes  ten  trust  funds  whose  corpus  and  income  are  restricted  by  law 
to  expenditures  necessary  to  carry  out  the  funds’  purpose.  These  trust  funds  are: 

N.  C.  Disability  Fund  (Budget  Code  63421) 

Social  Security  Agency  (Budget  Code  63411) 

Teachers’  and  State  Employees’  Benefit  Fund  (Budget  Code  63429) 

Election  Campaign  Fund  (Budget  Code  63414) 

Escheat  Fund  (Budget  Code  63412) 

Assurance  of  Land  Title  Fund  (Budget  Code  63415) 

Legislative  Retirement  Fund  (Budget  Code  63422) 

Absentee  Insurance  Fund  (Budget  Code  63416) 

Presidential  Election  Year  Campaign  Fund  (Budget  Code  63418) 

Pine  Mountain  Lot  Purchase  Fund  (Budget  Code  63419) 

Pension  Funds  — Includes  five  retirement  trust  funds: 

Teachers’  and  State  Employees’  Retirement  System  (Budget  Code  63423) 

Local  Governmental  Employees’  Retirement  System  (Budget  Code  63426) 

Consolidated  Judicial  Retirement  System  (Budget  Code  63425) 

N.  C.  National  Guard  Pension  Fund  (Budget  Code  63430) 

Legislative  Retirement  System  (Budget  Code  63431) 

Agency  Fund  — Includes  one  fund  to  account  for  deposits  made  to  the  State  Treasurer  by  local  govern- 
mental units  for  investment  purposes.  (Budget  Code  03410) 

C.  Fixed  Assets  — The  Fixed  Asset  Account  Group  is  a self-balancing  set  of  accounts  to  record  the  steward- 

ship of  the  Department  for  the  furniture  and  equipment  bought  and  used  in  the  Department. 

The  financial  statements  are  presented  in  accordance  with  the  Statements  of  the  Governmental  Accounting 
Standards  Board.  There  are  two  areas  in  which  the  presentation  differs  from  the  classic  presentations  because 
of  fundamental  differences  in  operations  in  the  Department  from  those  illustrated  in  the  classic  presentations: 
(1)  Because  the  Pension  Funds  purchase  administrative  services  from  the  General  Fund  by  payment  of  manage- 
ment fees,  there  is  no  difference  in  the  application  of  accounting  principles  between  the  pension  funds  and 
the  governmental  fund  types.  We  have  for  the  convenience  to  the  reader  included  the  pension  funds  with  the 
governmental  fund  types  in  the  Statement  of  Revenues,  Expenditures  and  Changes  in  Fund  Balance.  (2)  Since 
Revenues  and  Other  Financing  Sources  Over  (under)  Expenditures  and  Other  Financing  Uses  for  the  Pension 
Funds  is  equal  to  the  increse  in  working  capital  for  these  funds,  no  separate  Statement  of  Changes  in  Working 
Capital  is  deemed  necessary  or  appropriate. 
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2.  Summary  of  Significant  Accounting  Policies 


A.  Basis  of  Accounting  — Governmental  and  expendable  trusts  are  accounted  for  on  the  cash  basis  of  account- 
ing during  the  year.  At  year  end,  necessary  adjusting  journal  entries  are  made  to  change  the  basis  of  ac- 
counting to  the  modified  accrual  basis,  which  is  the  basis  on  which  the  funds  are  reported  in  these  finan- 
cial statements.  Under  the  modified  accrual  basis  of  accounting,  revenues  are  recognized  when  both 
measurable  and  available  to  pay  current-period  liabilities.  Expenditures  are  recognized  on  the  accrual 
basis  except  that  purchases  of  supplies  for  inventory  are  recognized  as  expenditures  in  the  period  in  which 
the  supplies  were  received. 

Pension  trust  funds  are  accounted  for  on  the  accrual  basis  of  accounting.  Under  the  accrual  basis  of  ac- 
counting, revenues  are  recognized  when  earned  and  expenditures  when  incurred. 

B.  Budgetary  Control  — Budgetary  control  is  exercised  only  over  the  operations  accounted  for  by  the  Depart- 
ment in  the  General  Fund.  The  budget  as  shown  in  the  statements  is  the  budget  as  adopted  by  the  General 
Assembly  and  as  modified  in  accordance  with  established  statutory  procedures.  All  appropriations  lapsed 
at  the  end  of  the  year  except  an  appropriation  of  $119,763  for  the  purchase  of  equipment  which  was  car- 
ried forward  to  the  next  fiscal  year. 

C.  Deposits  with  State  Treasurer  are  the  moneys  of  the  various  funds  which  the  State  Treasurer  holds  by 
law  for  transactional  and  investment  purposes. 

D.  Inventories  — Inventories  consist  solely  of  postage  and  supplies  and  are  recorded  at  estimated  actual  costs. 

E.  Fixed  Assets  — Fixed  assets  are  recorded  at  acquisition  costs  and  includes  only  those  assets  purchased  by 
the  Department  and  currently  in  service  in  the  Department.  Since  all  assets  are  acquired  through  the  General 
Fund  and  used  in  General  Fund  operations,  no  depreciation  is  recognized. 

F.  Trust  Fund  Assets  and  Equity  — Assets  of  trust  funds  are  maintained  at  cost.  The  net  assets  of  each  trust 
fund  are  held  solely  for  the  benefit  of  the  lawful  beneficiaries  of  the  trust  funds.  Net  assets  of  trust  funds 
are  shown  in  the  financial  statements  as  fund  balance  reserved  for  trust  beneficiaries. 

G.  Investments  and  Investment  Income  — It  is  the  policy  of  the  State  to  treat  investments  in,  and  investment 
income  from,  the  Investment  Pools  of  the  State  Treasurer  as  quasi-external  transactions.  Consequently 
the  investments  by  the  trust  funds  in  the  investment  pools  are  shown  as  Deposits  with  the  State  Treasurer 
and  allocations  of  income  from  the  investment  pools  are  shown  as  investment  income.  Allocations  of  in- 
vestment income  are  made  by  the  investment  pools  on  a pro  rata  basis  from  net  income  of  each  fund. 

H.  Management  Fees  — All  administrative  operations  are  accounted  for  in  the  General  Fund.  Each  trust 
fund  benefiting  from  the  administration  is  charged  its  calculated  share  of  the  administrative  costs. 

I.  Interdepartmental  Transfers/ Receivable/ Pay  able  — The  major  elements  are  transfers  of  resources  to  carry 
out  programmatic  activities  in  the  receiving  fund. 

J.  Vacation  and  Sick  Pay  — Vacation  and  sick  pay  are  recorded  as  expenditures  only  when  taken  (or  paid 
in  the  case  of  vacation  pay  of  retiring  or  terminating  employees). 
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3.  Reconciliation  of  Budgetary  Basis  and  GAAP  Basis 

The  Combined  Statement  of  Revenues  and  Expenditures  — Budget  and  Actual  for  the  General  Fund  presents 
the  comparisons  of  the  legally  adopted  budget  with  actual  data  recorded  on  the  budgetary  basis.  Since  there 
are  substantial  differences  between  the  budgetary  basis  of  accounting  and  the  GAAP  basis  of  accounting,  the 
following  provides  the  reconciliation  between  the  two  bases  of  accounting: 


Revenues 

Expenditures 

Per  budgetary  basis,  June  30,  1986 

Eliminate  refunds  of  expenditures  from  both 

$ 6,249,037 

$ 9,124,824 

expenditures  and  receipts 

(1,503,638) 

(1,503,638) 

Eliminate  carry-forwards  from  receipts  and  expenditures 

(138,306) 

(119,763) 

Reclassify  certain  items  to  Interfund  Transfers 

(170,976) 

Net  change  in  accruals  at  beginning  and  end  of  year 

(33,977) 

33,994 

Per  GAAP  basis,  June  30,  1986 

$ 4,402,140 

$ 7,535,417 

There  were  no  expenditures  in  excess  of  appropriations  in  a budget  during  the  year. 

4.  Vacation  and  Sick  Leave 

The  agency,  in  accordance  with  State  policy,  records  the  cost  of  vacation  and  sick  leave  when  taken  and  paid 
rather  than  when  the  leave  is  earned.  State  policy  provides  for  a maximum  accumulation  of  unused  vacation 
leave  of  30  days  which  can  be  carried  forward  each  January  1st  or  for  which  an  employee  can  be  paid  upon 
termination  of  employment  with  the  State.  Under  this  policy,  the  accumulated  vacation  leave  for  each  employee 
at  each  June  30th  would  equal  the  leave  carried  forward  at  the  previous  December  31  plus  the  leave  earned 
and  less  the  leave  taken  between  January  1 and  June  30.  The  accumulation  of  unused  sick  leave  earned  is 
unlimited,  but  the  employee  cannot  be  compensated  for  any  unused  sick  leave  upon  termination  of  employ- 
ment. Consequently,  at  June  30,  1986  the  department  had  an  actual,  but  unrecorded,  liability  for  unused  vaca- 
tion leave  in  the  amount  of  $337,725  and  a contingent  liability  for  the  unused  sick  leave  in  the  amount  of 
$1,028,375. 

5.  General  Fund  — Departmental  Deficit 

The  data  shown  for  the  General  Fund  in  the  financial  statements  is  only  that  part  of  the  General  Fund  operated 
through  the  Department.  Negative  figures  shown  are  the  accumulated  differences  in  accruals  between  the 
budgetary  basis  and  the  GAAP  basis.  On  the  budgetary  basis,  there  is  zero  fund  balance  for  the  Department. 

6.  Fixed  Assets 


The  breakdown  by  type  of  fixed  assets  at  book  value  and  the  changes  in  fixed  assets  during  the  year  are: 


Beginning 

Ending 

Balance 

Acquisitions 

Retirements 

Balance 

Office  Furniture  and  Equipment 

$ 614,147 

$161,250 

$632 

$ 774,765 

Data  Processing  Equipment 

1,219,333 

19,381 

88 

1,238,626 

Total  Fixed  Assets 

$1,833,480 

$180,631 

$720 

$2,013,391 

No  depreciation  has  been  recorded  on  any  fixed  asset. 

7.  Pensions 

All  full-time  permanent  personnel  in  the  Department  are  members  of  the  Teachers’  and  State  Employees’  Retire- 
ment System.  Total  pension  expense  cost  recorded  during  the  year  was  $464,769.  Information  on  the  Retire- 
ment System  may  be  found  in  the  annual  report  of  the  Department. 
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ASSETS 


N.  C.  DEPARTMENT  OF  STATE  TREASURER 
COMRINING  BALANCE  SHEET  — 

DEPARTMENTAL  EXPENDABLE  TRUST  FUNDS 

JUNE  30,  1986 

Teachers 

N.  C.  and  State 

Escheat  Disability  Employees’ 

Fund  Fund  Benefit  Fund 


Public 
Employees’ 
Social  Sec. 
Agency  Fund 


Deposits  - intradepartmental 
Accrued  interest  receivable 
Accounts  receivable  - interdepartmental 
Accounts  receivable  - contributions 
Accounts  receivable  - other 
Total  Assets 


$39,817,490 

$5,671,350 

$45,803,833 

$1,664,473 

2,762 

12,003 

96,586 

4,186,265 

265,970 

16,062 

$39,820,252 

$5,949,323 

$50,102,746 

$1,664,473 

LIABILITIES  AND  FUND  EQUITY 

Liabilities 

Accounts  payable  - federal  government 
Accounts  payable  — interdepartmental 
Accounts  payable  — other 
Total  Liabilities 


$ 

3,346,530 

20,855 

3,367,385 


$ $ $1,645,885 

77,167  1,034,946  

77,167  1,034,946  1,645,885 


Fund  Equity 
Fund  Balance 

Reserved  for  trust  beneficiaries 
Total  Liabilities  and  Fund  Equity 


36,452,867 

$39,820,252 


5,872,156 

$5,949,323 


49,067,800 

$50,102,746 


18,588 

$1,664,473 
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Schedule  1 


Legislative 

Retirement 

Fund 

Election 

Campaign 

Fund 

Assurance 
of  Land 

Tide 

Fund 

Absentee 

Insurance 

Fund 

Presidential 
Election  Year 
Campaign 

Fund 

Pine  Mountain 
Lakes  Lot 
Purchase 

Fund 

Total 

Expendable 

Trust 

Fund 

$17,538 

164 

$ 1,164 

9 

351,405 

$24,795 

197 

$76,123 

604 

$280,805 

2,230 

$9,453 

75 

$93,367,024 

114,630 

351,405 

4,186,265 

282,032 

$17,702 

$352,578 

$24,992 

$76,727 

$283,035 

$9,528 

$98,301,356 

$ 

$ 

$ 

$ 

$ 

$ 

$ 1,645,885 
3,346,530 
1,132,968 

— 

— 









6,125,383 

17,702 

$17,702 

352,578 

$352,578 

24,992 

$24,992 

76,727 

$76,727 

283,035 

$283,035 

9,528 

$9,528 

92,175,973 

$98,301,356 
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N.  C.  DEPARTMENT  OF  STATE  TREASURER 
COMBINING  STATEMENT  OF  REVENUES,  EXPENDITURES 
AND  CHANGES  IN  FUND  BALANCE  — 
DEPARTMENTAL  EXPENDABLE  TRUST  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1986 


Revenues 

Investment  income 
Contributions  (employer/employee) 

Court  fees 

Current  year’s  escheats 
Income  tax  check-off 
Miscellaneous 

Total  Revenues 

Expenditures 

Administration  — Investment  & Banking 

Benefits  paid 

Refunds 

Payments  to  political  parties 
Management  fees 

Total  Expenditures 
Revenues  Over  (Under)  Expenditures 

Other  Financing  Sources  (Uses) 

Intradepartmental  transfers 
Interdepartmental  transfers 

Revenues  and  Other  Financing  Sources  Over  (Under) 
Expenditures  and  Other  Financing  Uses 
Fund  Balance:  July  1,  1985 
Fund  Balance:  June  30.  1986 


Escheat 

Fund 

N.  C. 
Disability 
Fund 

Teachers’ 
and  State 
Employees’ 
Benefit  Fund 

Public 
Employees’ 
Social  Sec. 
Agency  Fund 

$ 3,595,676 

5,289,864 

$ 684,926 

$ 4,061,509 
47,728,886 
1,731,054 

$ 147,154 

3,398 

217 

8,888,93 8 

685,143 

53,521,449 

147,154 

619,978 

2,563,502 

42,199,366 

249,615 

869,593 

8,019,345 

154,009 

2,717,511 

(2,032,368) 

44,716 

42,244,082 

11,277,367 

147,154 

147,154 

(3,346,530) 

4,672,815 

31,780,052 

$36,452,867 

(2,032,368) 

7,904,524 

$ 5,872,156 

11,277,367 

37,790,433 

$49,067,800 

18,588 

$ 18,588 
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Schedule  2 


Legislative 

Retirement 

Fund 

Election 

Campaign 

Fund 

Assurance 
of  Land 

Title 

Fund 

Absentee 

Insurance 

Fund 

$ 2,400 
77,568 

$ 4,689 

$ 2,353 

$ 7,212 

550,374 

319 

1,864 

79,968 

555,063 

2,672 

9,076 

80,575 

3,303 

656 

6,150 

458,528 

84,534 

464,678 





(4,566) 

90,385 

2,672 

9,076 

(258,705) 

(4,566) 

22,268 

$ 17,702 

(168,320) 

520,898 

$352,578 

2,672 

22,320 

$24,992 

9,076 

67,651 

$76,727 

Presidential 
Election  Year 
Campaign 

Fund 

Pine  Mountain 
Lakes  Lot 
Purchase 

Fund 

Total 

Expendable 

Trust 

Fund 

$ 24,329 

$ 904 

$ 8,531,152 
47,806,454 
1,731,054 
5,289,864 
550,374 
5,798 

24,329 

904 

63,914,696 

82 

6,150 

44,843,443 

623,281 

458,610 

596,150 

82 

— 

46,527,634 

24,247 

904 

17,387,062 

258,705 

(3,346,530) 

282,952 

83 

904 

8,624 

14,040,532 

78,135,441 

$283,035 

$9,528 

$92,175,973 
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N.  C.  DEPARTMENT  OF  STATE  TREASURER 
COMBINING  BALANCE  SHEET  - 
DEPARTMENTAL  PENSION  FUNDS 
JUNE  30,  1986 


ASSETS 

Deposits  - intradepartmental 
Accrued  Interest  Receivable 
Accounts  receivable  - contributions 
Accounts  receivable  - other 
Total  Assets 

LIABILITIES  AND  FUND  EQUITY 

Liabilities 

Accounts  payable  - other 
Total  Liabilities 

Fund  Balance 

Reserved  for  trust  beneficiaries 
Total  Liabilities  and  Fund  Balance 


Teachers’ 
and  State 
Employees’ 
Retirement 
System 


$8,174,603,613 
312,985 
54,857,508 
76,419 

$8,229,850,525 


$ 54,845 

54,845 


8,229,795,680 

$8,229,850,525 


Local 

Governmental 
Employees’ 
Retirement 
System 

$1,742,374,397 
87,434 
12,354,957 
84,089 

$1,754,900,877 


$ 19,066 

19,066 


1,754,881,811 

$1,754,900,877 
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Schedule  3 


Consolidated 

Judicial 

Retirement 

System 

National 

Guard 

Pension 

Fund 

Legislative 

Retirement 

System 

Fund 

Total 

Pension  Funds 

$54,522,928 

7,522 

563,114 

$2,692,125 

1,462 

$1,469,248 

1,175 

50,100 

$ 9,975,662,311 
410,578 
67,825,679 
160,508 

$55,093,564 

$2,693,587 

$1,520,523 

$10,044,059,076 

$ 

$ 1,166 

$ 

$ 75,077 

1,166 

75,077 

55,093,564 

$55,093,564 

2,692,421 

$2,693,587 

1,520,523 

$1,520,523 

10,043,983,999 

$10,044,059,076 
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N.  C.  DEPARTMENT  OF  STATE  TREASURER 
COMRINING  STATEMENT  OF  REVENUES,  EXPENDITURES  AND 
CHANGES  IN  FUND  BALANCE  - 
DEPARTMENTAL  PENSION  FUNDS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1986 


Teachers’ 
and  State 
Employees’ 
Retirement 
System 

Local 

Governmental 

Employees’ 

Retirement 

System 

Revenues 

Investment  income  allocated 

Contributions  (employer/ employee) 

Court  fees 

Miscellaneous 

Total  Revenues 

$ 835,809,651 
631,568,044 

370,316 

1,467,748,011 

$ 179,800,832 
153,950,059 
1,205,644 
12,470 

334,969,005 

Expenditures 

Benefits  paid 

Refunds 

Management  fees 

Total  Expenditures 

358,922,179 

37,489,470 

2,393,503 

398,805,152 

59,029,495 

21,497,299 

835,239 

81,362,033 

Revenues  Over  (Under)  Expenditures 

1,068,942,859 

253,606,972 

Other  Financing  Sources  (Uses) 

Interdepartmental  transfers 

(39,190,371) 

Revenues  and  Other  Financing  Sources  Over  (Under) 
Expenditures  and  Other  Financing  Uses 

Fund  Balance,  July  1,  1985 

Residual  Equity  Transfer 

1,068,942,859 

7,160,852,821 

214,416,601 

1,268,552,886 

271,912,324 

Fund  Balance,  June  30,  1986 

$8,229,795,680 

$1,754,881,811 

Law  Enforcement 
Officers’ 
Retirement 
and  Benefit 
Fund 


271,912,324 

(271,912,324) 

$ -0- 
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Schedule  4 


Consolidated 

Judicial 

Retirement 

System 

National 

Guard 

Pension 

Fund 

$ 5,469,009 

7,997,441 

29,710 

$ 276,508 
1,717,977 

13,496,160 

1,994,485 

4,103,993 

630,414 

54,857 

16,594 

9,892 

4,175,444 

640,306 

9,320,716 

1,354,179 

9,320,716 

1,354,179 

45,772,848 

1,338,242 

$55,093,564 

$2,692,421 

Legislative 

Retirement 

System 

Fund 

Total 

Pension  Funds 

$ 118,931 

665,602 

575 

785,108 

$ 1,021,474,931 
795,899,123 
1,205,644 
413,071 

1,818,992,769 

102,004 

5,828 

1,654 

109,486 

422,788,085 

59,047,454 

3,256,882 

485,092,421 

675,622 

1,333,900,348 

(39,190,371) 

675,622 

844,901 

1,294,709,977 

8,749,274,022 

$1,520,523 

$10,043,983,999 
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Exhibit  A 


N.  C.  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
POOLED  INVESTMENT  FUND 
JUNE  30,  1986 


ASSETS 


Cash  in  bank 

Accounts  receivable  - others 
Accrued  interest  receivable 
Accrued  dividends  receivable 
Investments  at  book  value 
Total  Assets 

LIABILITIES 

Deposits  - intradepartmental 
Deposits  - interdepartmental 
Transactions  in  process 
Subtotal  Deposits 

Accounts  payable  - other 
Deferred  income 
Undistributed  income 
Total  Liabilities 


$ 39,879,423 

44,984,568 
211,741,372 
7,285,883 
12,039,559,512 

$12,343,450,758 


$10,084,018,900 

2,244,226,469 

(13,148,383) 

12,315,096,986 

9,815,497 

883,837 

17,654,438 

$12,343,450,758 
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Exhibit  B 


N.  C.  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  REVENUES,  EXPENSES  AND  OTHER  FINANCING  SOURCES  AND  USES 

POOLED  INVESTMENT  FUND 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1986 


Revenues 

Investment  income 

Interest  - $ 982,046,773 

Dividends  79,313,680 

Income  from  real  estate  8,383,442 

Gains  (losses)  from  sale  of  securities  168,737,060 


Supplemental  income  from 

Securities  lending  5,437,914 

Investment  of  fail  balances  186,911 

Stock  options  written  (825,190) 

Dividend  reinvestments  332,746 

Subtotal  supplemental  income  5,132,381 

Total  investment  income  1,243,613,336 

Miscellaneous  income  83,610 

Total  Revenues  1,243,696,946 


Expenses 

Interest  paid  to  local  governmental  units 
Revenues  over  Expenditures 

Other  financing  sources  (uses) 

Intradepartmental 

Investment  income  allocated 
Interdepartmental 

Investment  income  allocated 

Payments  to  non-tax  revenue  - Investment  and  Banking  Fees 
Revenues  over  Expenses  and  Other  Financing  Sources  and  Uses 


785,397 

1,242,911,549 


(1,029,996,208) 

(210,809,011) 

(2,106,330) 

$ -0- 
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Exhibit  C 


N.  C.  DEPARTMENT  OF  STATE  TREASURER 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
POOLED  INVESTMENT  FUND  BY  SEGMENT 
JUNE  30,  1986 


1.  Principles  of  Presentation 

These  statements  include  only  the  investment  pools  run  by  the  State  Treasurer.  They  do  not  nor  are  they  intend- 
ed to  show  any  operations  of  the  Department  which  are  shown  in  financial  statements  published  concurrently 
herewith.  They  do  not  reflect,  nor  are  they  intended  to  reflect  the  financial  condition  of  the  State  of  North 
Carolina. 

Fiduciary  Fund  Types 

Investment  Pools  --  Includes  within  a single  fund  the  five  investment  pools  established  by  the  State  Treasurer 
for  the  investment  of  all  moneys  deposited  with  the  State  Treasurer,  whether  State  moneys  or  moneys  volun- 
tarily deposited  for  investment  purposes  only.  The  five  investment  pools  are: 

Short-term  Investment  Fund  - to  provide  for  State  moneys  generally  and  all  other  funds  required  to  be 
deposited  with  the  State  Treasurer. 

Liquid  Asset  Fund  - to  provide  for  the  investment  of  moneys  voluntarily  deposited  with  the  State  Treasurer 
for  investment  only. 

Long-term  Investment  Fund  - to  provide  investments  in  intermediate  and  long-term  Treasury,  Agency  and 
corporate  bonds  for  the  pension  trust  funds  and  certain  large  expendable  trust  funds. 

Equity  Investment  Fund  - to  provide  investments  in  equity  securities  for  the  pension  trust  funds. 

The  Real  Estate  Investment  Fund  - to  provide  investments  in  real  estate  through  trusts  administered  by 
third  party  professionals  for  the  pension  trust  funds. 

The  investment  pools  have  no  counterparts  in  the  literature  on  governmental  accounting.  The  financial 
statements  consist  of  a Statement  of  Assets  and  Liabilities,  a Statement  of  Revenues,  Expenses  and  Transfers, 
and  Notes  to  the  Financial  Statements,  since  the  investment  pools  have  no  fund  balance.  All  assets  held 
have  an  equal  liability  to  some  depositor.  No  cash  flow  statement  is  shown  since  the  Statement  of  Revenues, 
Expenditures  and  Transfers  adequately  reflects  cash  flows  in  the  investment  pools. 

2.  Significant  Accounting  Policies 

A.  Basis  of  Acccounting  - The  investment  pools  are  accounted  for  on  the  accrual  basis. 

B.  There  are  no  operations  subject  to  budgetary  control  reflected  in  the  statements  of  the  investment  pools. 

C.  Cash  in  Bank  - Deposits  received  and  warrants  cleared  by  the  banks  are  reported  as  of  the  date  recorded 
on  the  bank’s  books. 

D.  Investments  - Investments  are  accounted  for  on  the  accrual  basis  and  are  reported  at  book  value.  Book 
value  is  equivalent  to  the  original  cost  adjusted  for  the  amortization  of  premium  or  discount  on  the  scien- 
tific method. 

From  time  to  time,  bonds  held  are  exchanged  with  a broker  for  other  bonds  offered  by  the  broker.  All 
exchanges  are  on  a par-for-par  basis  and  result  in  either  an  improvement  in  yield  or  an  improvement  in 
quality  or  both.  Exchanges  are  considered  to  be  non-market  transactions  because  of  their  overall  size  in 
relation  to  the  normal  lots  of  the  securities  sold  in  the  marketplace  and  because  of  the  lack  of  an  appropriate 
basis  of  estimating  an  equivalent  market  price.  Because  of  these  two  conditions,  exchanges  are  accounted 
for  as  nonmonetary  transactions  under  APB  Opinion  29. 

E.  Transactions  in  Process  - Deposits  in  banks  are  reported  and  recorded  one  or  more  days  prior  to  the  time 
that  the  budget  code  to  be  credited  is  known.  Warrants  to  be  cleared  by  the  clearing  banks  are  reported 
one  day  prior  to  the  time  that  the  disbursing  account  to  be  charged  is  known.  The  amount  shown  as  trans- 
actions in  process  is  the  net  of  the  deposits  and  warrants  cleared  reported  as  changes  in  Cash-in-Bank  but 
not  as  participant  equity. 
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F.  Deposits  are  the  liability  of  the  investment  pools  for  moneys  deposited  therein  and  invested  by  the  pools. 

G.  Deferred  income  consists  of  premiums  received  on  covered  calls  written  on  stock  owned  by  the  fund  and 
commitment  fees  on  mortgage  backed  bonds.  The  revenue  accrues  on  call  options  written  when  the  op- 
tion is  sold  or  expires.  The  deferred  income  becomes  a factor  in  the  calculations  of  the  gain  or  loss  if  the 
option  is  exercised.  Commitment  fees  are  taken  into  income  if  the  commitment  expires,  and  become  a 
reduction  in  cost  if  the  commitment  is  exercised. 

3.  Deposits  and  Investments 

Under  State  statutes,  the  State  Treasurer  by  virtue  of  his  office  holds  the  substantial  amounts  of  cash  and  in- 
vestments for  the  various  funds  of  the  State.  Under  the  authority  of  these  statutes,  the  State  Treasurer  has  elected 
to  pool  all  cash  and  investments  held  by  him  for  the  State  into  four  investments  pools  which  are  an  integral 
part  of  the  Investment  Fund. 

Deposits  — Deposits  may  be  made  in  any  bank,  savings  and  loan  association  or  trust  company  in  the  State 
designated  by  the  State  Treasurer,  provided  the  total  balance  is  either  insured  or  collateralized.  Depositories 
are  required  in  accordance  with  the  Rules  in  20  NCAC  7,  to  collateralize  all  balances  of  the  State  Treasurer 
which  are  not  insured.  Basically,  these  rules  require  that  the  bank  transfer  to  an  escrow  account  established 
by  the  State  Treasurer  securities  of  a type  enumerated  in  the  rules  in  an  amount  whose  par  value  is  not  less 
than  the  amount  of  the  time  deposits  and  the  average  balance  of  demand  deposits  for  the  preceding  quarter 
less  the  allowable  deposit  insurance  on  the  deposits.  Generally,  rules  require  the  securities  to  be  governmen- 
tal in  origin  (e.g.  U.  S.  Treasury  and  Agency  obligations  or  State  and  local  obligations)  plus  the  highest  grade 
commercial  paper  and  bankers’  acceptances.  Each  bank  may  elect  to  collateralize  all  deposits  of  local  govern- 
mental units  in  North  Carolina  in  the  same  pool  with  the  State.  Banks  report  only  quarterly  on  bank  balances 
and  amounts  deposited  in  escrow  as  collateralizations  of  deposits.  The  State  maintains  no  records  of  bank 
balances  of  local  governments  collateralized  in  the  pool  with  State  deposits.  The  deposits  at  June  30,  1986 
were  either  insured  or  collateralized  and  consisted  of: 


Per  State 


Per  Bank 


Demand  dposits 
Time  deposits 
Total  short  term  deposits 
Long  term  time  deposits 
Total  Deposits  in  Banks 


$ 39,879,423 
152,942,000 

192,821,423 

11,150,000 

$203,971,423 


$ 40,197,473 
152,942,000 

193,139,473 

11,150,000 

$204,289,473 


Deposits  made  by  State  agencies  outside  of  Raleigh  are  posted  by  the  State  Treasurer  to  the  books  on  the 
date  he  is  notified  of  a deposit  which  may  be  one  or  more  days  after  a deposit  is  made. 

Investments  - Short-Term  - These  are  investment  of  that  part  of  the  transactional  balances  of  the  various  funds 
of  the  State  which  are  not  required  at  that  time  for  making  expenditures.  The  statute  permits  the  investment 
of  these  moneys  in  U.  S.  Treasury  and  Agency  securities,  in  commercial  paper  of  the  highest  quality  and 
in  bankers’  acceptances  of  North  Carolina  banks  or  other  high  grade  American  banks.  These  securities  may 
also  be  purchased  through  repurchase  agreements.  At  June  30,  1986  the  short-term  investments  consisted  of: 


Carrying  Value 


Market  Value 


U.  S.  Treasury  and  agency  obligations 
Bankers’  acceptances 
Commercial  paper 
Repurchase  agreements 

Total 


$2,274,340,858 

27,809,768 

157,663,593 

47,288,000 

$2,507,102,219 


$ 2,429,394,505 
27,811,908 
157,665,614 
47,288,000 

$ 2,662,160,027 


A-21 


Investments  - Long-Term  --  Pension  funds  and  other  large  fiduciary  funds  have  long  investment  horizons,  and 
under  the  statutes  may  invest  in  certain  high-quality  corporate  debt  securities  in  addition  to  those  securities  which 
are  permitted  for  short-term  investment.  In  addition,  the  pension  funds  may  invest  in  equity  securities  and 
real  estate  which  meet  the  tests  set  out  in  the  statute.  At  June  30,  1986,  long-term  investments  consisted  of: 


Carrying  Value 


Market  Value 


U.  S.  Treasury  and  agency  obligations 

Corporate  bonds 

Corporate  equities 

Mutual  funds 

Real  estate 

Long-term  certificate  of  deposit 
Total 


$2,952,925,145 

4,545,582,527 

1,697,357,726 

47,900,917 

124,598,978 

11,150,000 

$9,379,515,293 


$ 3,504,617,040 
4,763,967,625 
2,513,636,535 
64,972,742 
129,149,870 
13,118,408 

$10,989,462,220 


Certain  of  the  corporate  equity  securities  are  subject  to  call  options  written  against  them.  These  options  have 
a carrying  value  of  $233,837  and  market  value  of  $660,125.  The  net  loss  from  writing  call  options  for  the  year 
was  $825,190. 

Custody  of  Investment  Securities  — All  securities  are  held  either  by  the  State  Treasurer  or  by  a New  York  bank 
acting  as  custodian  for  the  State  Treasurer.  Wherever  possible,  securities  are  held  in  book-entry  form,  because 
it  is  more  efficient  to  do  so.  In  addition  from  time  to  time,  securities  are  lent  to  broker/dealers  for  a fee  Whenever 
securities  are  lent,  the  loan  is  secured  either  by  cash  or  U.  S.  Treasury  securities  valued  at  market  on  a current 
basis.  During  the  year,  the  net  income  from  securities  lending  was  $5,437,914. 

4.  Covered  Stock  Options 

The  Equity  Investment  Fund  occasionally  sells  call  options  against  common  stock  owned.  The  premiums  received 
from  the  sale  of  options  are  held  in  the  deferred  income  account  until  the  options  expire,  are  exercised,  or  are 
repurchased.  The  premiums  on  options  that  expire  and  the  net  difference  between  the  sale  price  and  the  repur- 
chase price  on  options  repurchased  are  treated  as  income  or  loss  from  stock  option  writing.  At  the  time  of  the 
repurchase,  the  value  of  the  underlying  stock  would  also  have  risen  by  an  equal  or  greater  amount  than  the 
change  in  the  price  of  the  option.  During  the  fiscal  year  1985-86  the  loss  from  option  writing  occurred  because 
of  repurchasing  options  at  a higher  price  than  that  at  which  they  were  written.  Options  are  repurchased  to 
eliminate  the  potential  exercise  of  options  which  would  force  the  sale  of  stocks  that  the  equity  advisors  believe 
have  not  yet  fully  appreciated  in  value.  The  premiums  associated  with  options  exercised  are  used  to  adjust  the 
resulting  gain  or  loss  from  sale  of  stock.  During  this  fiscal  year,  option  premiums  in  the  amount  of  $3,232,249 
were  used  to  adjust  the  gain  or  loss  from  the  sale  of  stock.  As  of  June  30,  1986,  108,000  shares  of  common  stock 
with  a book  value  of  $3,975,515  and  a market  value  of  $5,833,625  were  subject  to  outstanding  option  contracts. 
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N.  C.  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  ASSETS  AND  LIABILITIES 
POOLED  INVESTMENT  FUND  BY  SEGMENT 
JUNE  30,  1986 


ASSETS 
Cash  in  bank 

Deposits  in  short-term  investment  fund 
Accounts  receivable  - others 
Accrued  interest  receivable 
Accrued  dividends  receivable 
Investment  at  book  value 
Total  Assets 

LIABILITIES 

Liabilities 

Deposits  - other  investment  funds 
Deposits  - intradepartmental 
Deposits  - interdepartmental 
Transactions  in  process 
Total  Deposits 
Accounts  payable  - other 
Deferred  income 
Undistributed  income 
Total  Liabilities 


Short-term 
Investment  Fund 


Liquid  Asset 
Fund 


$ 39,879,423 


490 


53,565,469 

2,641,669,219  18,375,000 

$2,735,114,111  $18,375,490 


$ 505,300,023 
25,266,029 
2,200,042,004 
(13,148,383) 

2,717,459,673 


$ 

14,859,793 

3,515,697 


18,375,490 


17,654,438 

$2,735,114,111 


$18,375,490 


A-24 


Schedule  1 


Segment 

Long-term 
Investment  Fund 

$ 

178,307,781 

158,175,903 

7,509,657,672 

$7,846,141,356 


$ 

7,814,074,102 

31,265,132 


7,845,339,234 

152,122 

650,000 


$7,846,141,356 


Equity 

Investment  Fund 


326,981,865 

44,984,568 

7,285,883 

1,745,258,643 

$2,124,510,959 


$ 

2,105,747,787 

8,865,960 


2,114,613,747 

9,663,375 

233,837 


$2,124,510,959 


Real  Estate 
Investment  Fund 

$ 

9,887 


124,598,978 

$124,608,865 


$ 

124,071,189 

537,676 


124,608,865 


$124,608,865 


Intrafund 

Eliminations 

$ 

(505,300,023) 


$(505,300,023) 


$(505,300,023) 


(505,300,023) 


$(505,300,023) 


Pooled 

Investment  Fund 
Total 


$39,879,423 

44,984,568 

211,741,372 

7,285,883 

12,039,559,512 

$12,343,450,758 


$ 

10,084,018,900 

2,244,226,469 

(13,148,383) 

12,315,096,986 

9,815,497 

883,837 

17,654,438 

$12,343,450,758 
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N.  C.  DEPARTMENT  OF  STATE  TREASURER 
STATEMENT  OF  REVENUES,  EXPENDITURES 
AND  OTHER  FINANCING  SOURCES  AND  USES 
POOLED  INVESTMENTS  FUND  RY  SEGMENT 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1986 


Short-term 

Liquid  Asset 

Revenues 

Investment  income 

Investment  Fund 

Fund 

Interest 

Dividends 

Income  from  real  estate 

$ 248,386,219 

$1,074,540 

Net  gains  (losses)  from  sale  of  securities 
Supplemental  income  from: 

474,882 

Securities  lending 

1,414,421 

Investment  of  fail  balances 

Stock  options  written 

Dividend  reinvestments 

18,611 

Total  Supplemental  Income 

1,433,032 

Total  Investment  Income 

Miscellaneous  income 

250,294,133 

1,074,540 

Total  Revenues 

Expenditures 

250,294,133 

1,074,540 

Interest  paid  to  local  governmental  units 

785,397 

Revenues  Over  Expenditures 

Other  Financing  Sources  (Uses) 

Intrafund  transfers 

250,294,133 

289,143 

Investment  income  allocated 

Intradepartmental 

(36,943,818) 

Investment  income  allocated 

Interdepartmental 

(6,277,847) 

Investment  income  allocated 

Payments  to  non-tax  Revenue 

(206,281,989) 

(286,636) 

Investment  and  Ranking  fees 

Revenues  Over  Expenditures  and  other 

(790,479) 

(2,507) 

Financing  Sources  and  Uses 

$ -0- 

$ -0- 
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Schedule  2 


Segment 

Long-term 
Investment  Fund 


$ 732,453,514 


927,011 

3,917,926 

164,748 


4,082,674 

737,463,199 

7,950 

737,471,149 


737,471,149 


8,111,530 

(742,086,333) 

(3,057,835) 

(438,511) 

$ -0- 


Equity 

Investment  Fund 


$ 132,500 

79,313,680 

167,335,167 

105,567 

3,552 

(825,190) 

332,746 

(383,325) 

246,398,022 

75,660 

246,473,682 


246,473,682 


28,828,199 

(273,287,724) 

(1,146,064) 

(868,093) 

$ -0- 


Real  Estate 
Investment  Fund 

$ 

8,383,442 


8,383,442 

8,383,442 


8,383,442 

4,089 
(8,344,304) 
(36,487) 
(6J40) 

$ -0- 


Pooled 

Investment  Fund 
Total 


$ 982,046,773 

79,313,680 
8,383,442 
168,737,060 

5,437,914 
186,911 
(825,190) 
332,746 

5,132,381 

1,243,613,336 
83,610 

1,243,696,946 

785,397 

1,242,911,549 


(1,029,996,208) 

(210,809,011) 

(2,106,330) 

$ -0- 
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NORTH  CAROLINA  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  INVESTMENTS  BY  TYPE  BY  SEGMENT 
POOLED  INVESTMENT  FUND 


AT  JUNE  30,  1986 

Short-term 

Liquid 

Investment 

Asset 

Security  Type 

Fund 

Fund 

Repurchase  agreements 

$ 28,913,000 

$18,375,000 

Certificates  of  deposit 

152,942,000 

Bankers’  acceptances 

27,809,768 

Commercial  paper 

157,663,593 

Treasury  and  agency  securities 

2,274,340,858 

Corporate  bonds 

Mortgage  backed  securities 
(GNMA’s) 

Long-term  certificates  of  deposit 
Equity  securities: 

Common  stock 

Mutual  funds 

Real  estate  investments 

Total  Investments  at  Book 

$2,641,669,219 

$18,375,000 

Percent  of  Total 

21.9% 

.2% 

Total  Investments  at  Market 

$2,796,727,027 

$18,375,000 

Percent  of  Total 

20.3% 

.1% 

Long-term 

Investment 

Fund 


2,169,185,013 

4,545,582,527 

783,740,132 

11,150,000 


$7,509,657,672 

62.4% 

$8,281,703,073 

60.0% 
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Schedule  3 


Equity 

Real  Estate 

Investment 

Investment 

Fund 

Fund 

Total 

% of  Total 

Market  Value 

% of  Total 

$ 

$ 

$ 47,288,000 

.4% 

$ 47,288,000 

.3% 

- 

152,942,000 

1.3 

152,942,000 

1.1 

27,809,768 

.2 

27,811,908 

.2 

157,663,593 

1.3 

157,665,614 

1.1 

4,443,525,871 

36.9 

5,078,773,613 

36.8 

4,545,582,527 

37.8 

4,763,967,625 

34.5 

783,740,132 

6.5 

855,237,932 

6.2 

11,150,000 

.1 

13,118,408 

.1 

1,697,357,726 

1,697,357,726 

14.1 

2,513,636,535 

18.2 

47,900,917 

47,900,917 

.4 

64,972,742 

.5 

124,598,978 

124,598,978 

1.0 

129,149,870 

1.0 

$1,745,258,643 

$124,598,978 

$12,039,559,512 

100.0% 

14.5% 

1.0% 

100.0% 

$2,578,609,277 

$129,149,870 

$13,804,564,247 

100% 

18.7% 

.9% 

100.0% 
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N.  C.  DEPARTMENT  OF  STATE  TREASURER 
SCHEDULE  OF  PARTICIPANTS’  BALANCES  BY  TYPE  BY  SEGMENT 

POOLED  INVESTMENT  FUND 
AT  JUNE  30,  1986 


Short-Term 

Liquid 

Investment 

Asset 

Participant  Type 

Fund 

Fund 

Department  of  State  Treasurer 

General  Fund  supported  operations 

$ 129,772 

$ 

Expendable  trust  funds 

10,631,882 

Pension  trust  funds 

14,504,375 

Agency  fund 

14,859,793 

Total  Intradepartmental 

25,266,029 

14,859,793 

General  Fund 

714,538,581 

Highway  Fund 

310,257,333 

University  funds 

134,779,652 

1,442,275 

Other  State  funds 

1,040,466,438 

2,073,422 

Total  Interdepartmental 

2,200,042,004 

3,515,697 

Transactions  in  process 

(13,148,383) 

Total  Participants  Deposits 

$2,212,159,650 

$18,375,490 
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Schedule  4 


Long-Term 

Investment 

Fund 

Equity 

Investment 

Fund 

Real  Estate 

Investment 

Fund 

Total 

$ 

82,735,142 

7,731,338,960 

- $ 

2,105,747,787 

$ 

124,071,189 

$ 129,772 

93,367,024 
9,975,662,311 
14,859,793 

7,814,074,102 

2,105,747,787 

124,071,189 

10,084,018,900 

714,538,581 

310,257,333 

136,221,927 

31,265,132 

8,865,960 

537,676 

1,083,208,628 

31,265,132 

8,865,960 

537,676 

2,244,226,469 

(13,148,383) 

$7,845,339,234 

$2,114,613,747 

$124,608,865 

$12,315,096,986 
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COMPARATIVE  SUMMARY  OF  TRUST  FUND  INVESTMENTS 


Retirement  Trust  Funds: 

Teachers’  and  State  Employees’  Retirement  System: 

June  30,  1985 
June  30,  1986 

Local  Governmental  Employees’  Retirement  System: 

June  30,  1985 
June  30,  1986 

Law  Enforcement  Officers’  Benefit  and  Retirement  Fund: 
June  30,  1985 
June  30,  1986 

North  Carolina  Firemen’s  Pension  Fund: 

June  30,  1985 
June  30,  1986 

Rescue  Squad  Workers’  Pension  Fund: 

June  30,  1985 
June  30,  1986 

Consolidated  Judicial  Retirement  System: 

June  30,  1985 
June  30,  1986 

N.C.  National  Guard  Pension  Fund: 

June  30,  1985 
June  30,  1986 

Legislative  Retirement  System: 

June  30,  1985 
June  30,  1986 

Total  Retirement  Trust  Funds: 

June  30,  1985 
June  30,  1986 

Other  Trust  Funds: 

Legislative  Retirement  Fund: 

June  30,  1985 
June  30,  1986 

N.  C.  Teachers’  and  State  Employees’  Benefit  Trust: 

June  30,  1985 
June  30,  1986 

N.  C.  Employee  Disability  Fund: 

June  30,  1985 
June  30,  1986 

State  Treasurer’s  Escheat  Fund: 

June  30,  1985 
June  30,  1986 
Trust  Funds  for  Education: 

June  30,  1985 
June  30,  1986 

Trust  Funds  for  Community  Colleges: 

June  30,  1985 
June  30,  1986 

State  Property  Fire  Insurance  Fund: 

June  30,  1985 
June  30,  1986 

UNC  — Insured  Student  Loan  Program: 

June  30,  1985 
June  30,  1986 
Wildlife  Endowment  Fund: 

June  30,  1985 
June  30,  1986 
Total  Other  Trust  Funds: 

June  30,  1985 
June  30,  1986 

Grand  Total  All  Trust  Funds: 

June  30,  1985 
June  30,  1986 

'Includes  Float  on  outstanding  unpaid  warrants. 


Short-Term 

Investment  Fund 

Long-term 
Investment  Fund 

Amount  Invested* 

Yield** 

Amount  Invested 

Yield" 

$ 18,024,782 
20,863,012 

10.96 

10.29 

$5,439,404,827 

6,319,606,064 

10.37 

10.40 

4,293,253 

3,343,452 

10.96 

10.29 

994,549,243 

1,364,946,760 

10.37 

10.40 

1,072,781 

10.96 

322,472,840 

10.37 

513,579 

470,755 

10.96 

10.29 

25,926,205 

28,100,802 

10.37 

10.40 

59,804 

107,217 

10.96 

10.29 

2,889,969 

3,164,331 

10.37 

10.40 

694,504 

503,366 

10.96 

10.29 

35,684,837 

43,313,073 

10.37 

10.40 

183,352 

141,170 

10.96 

10.29 

917,272 

2,313,941 

10.37 

10.40 

182,151 

155,713 

10.96 

10.29 

482,267 

1,159,121 

10.37 

10.40 

25,024,206 

25,584,685 

10.96 

10.29 

6,822,327,460 

7,762,604,092 

10.37 

10.40 

25,213 

17,538 

10.96 

10.29 

2,771,775 

3,603,607 

10.96 

10.29 

32,559,719 

42,200,225 

10.37 

10.40 

1,901,911 

1,315,384 

10.96 

10.29 

5,803,089 

4,355,966 

10.37 

10.40 

3,133,970 

3,638,539 

10.96 

10.29 

31,546,615 

36,178,951 

10.37 

10.40 

35,697,748 

41,461,165 

10.96 

10.29 

2,364,918 

2,451,136 

10.96 

10.29 

27,817,911 

26,745,094 

10.96 

10.29 

14,418,753 

17,606,263 

10.96 

10.29 

4,057,045 

5,787,634 

10.96 

10.29 

92,189,244 

102,626,360 

10.96 

10.29 

69,909,423 

82,735,142 

10.37 

10.40 

117,213,450 

128,211,045 

10.96 

10.29 

6,892,236,883 

7,845,339,234 

10.37 

10.40 

"Represents  the  average  yield  year  to  date. 

NOTE:  The  annualized  total  return  for  the  Real  Estate  Investment  Fund  at  June  30,  1986  was  9.86%. 
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Table  1 


For  Fiscal  Years  Ending  June  30,  1985  and  June  30,  1986 


Real  Estate  Equity 

Investment  Fund  Investment  Fund  Total 


Amount  Invested 

Yield** 

Amount  Invested 

Yield** 

Amount  Invested 

Yield*  ‘ 

$ 70,589,853 

8.72 

$1,450,088,541 

10.72 

$ 6,978,108,003 

10.43 

101,889,870 

8.42 

1,742,721,748 

14.22 

8,185,080,694 

11.19 

12,458,631 

8.72 

248,944,491 

10.72 

1,260,245,618 

10.42 

21,549,304 

8.42 

352,557,967 

14.22 

1,742,397,483 

11.15 

4,151,061 

8.72  ' 

82,811,480 

10.72 

410,508,162 

10.43 

344,205 

8.72 

6,792,917 

10.72 

33,576,906 

10.43 

482,304 

8.42 

7,942,276 

14.22 

36,996,137 

11.19 

39,606 

8.72 

792,580 

10.72 

3,781,959 

10.44 

55,372 

8.42 

923,685 

14.22 

4,250,605 

11.20 

426,426 

8.72 

8,537,876 

10.72 

45,343,643 

10.43 

605,967 

8.42 

10,102,296 

14.22 

54,524,702 

11.08 

15,119 

8.72 

247,029 

10.72 

1,362,772 

10.49 

16,306 

8.42 

221,103 

14.22 

2,692,520 

10.70 

7,051 

8.72 

123,535 

10.72 

795,004 

10.54 

9,742 

8.42 

144,672 

14.22 

1,469,248 

10.75 

88,031,952 

8.72 

1,798,338,449 

10.72 

8,733,722,067 

10.43 

124,608,865 

8.42 

2,114,613,747 

14.22 

10,027,411,389 

11.18 

25,213  10.96 

17,538  10.29 

35,331,494  10.42 

45,803,832  10.39 

7,705,000  10.52 

5,671,350  10.37 

34,680,585  10.96 

39,817,490  10.39 

35,697,748  10.96 

41,461,165  10.29 

2,364,918  10.96 

2,451,136  10.29 

27,817,911  10.96 

26,745,094  10.29 

14,418,753  10.96 

17,606,263  10.29 


4,057,045  10.96 

5,787,634 10.29 


r.i.r  

162,098,667 

185,361,502 

10.71 

10.34 

$ 88,031,952 

8.72 

$1,798,338,449 

10.72 

$ 8,895,820,734 

10.43 

$124^608^865 

8.42 

$2,114,613,747 

14.22 

$10,212,772,891 

11.17 
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TREASURER’S  CASH  BALANCES 
June  30,  1986 


Table  2 


CLEARING  ACCOUNTS 


Raleigh,  Branch  Banking  & Trust  Co. 

$ 2,987,299 

Raleigh,  Central  Carolina  Bank  & Trust  Co. 

2,238,011 

Raleigh,  First  Citizens  Bank  & Trust  Co. 

6,395,290 

Raleigh,  First  Union  National  Bank  of  N.C. 

9,155,539 

Raleigh,  NCNB  National  Bank  of  N.C. 

8,383,181 

Unemployment  Benefit  Account 

129,791 

Unemployment  Clearing  Account 

553,148 

Raleigh,  Peoples  Bank  & Trust  Co. 

1,346,355 

Raleigh,  The  Planters  National  Bank  & Trust  Co. 

934,574 

Raleigh,  Southern  National  Bank  of  N.C. 

2,459,609 

Raleigh,  United  Carolina  Bank 

1,951,039 

Raleigh,  Wachovia  Bank  & Trust  Co.,  N.A. 

17,084,223 

TOTAL  CLEARING  ACCOUNTS 

$53,618,059 

AGENCY  COLLECTION  ACCOUNTS 

ALBEMARLE 

Bank  of  Stanly 

1,369 

ASHEBORO 

The  First  National  Bank  of  Randolph  County 

1,753 

BATH 

Southern  Bank  & Trust  Co. 

1,379 

BURLINGTON 

First  Federal  Savings  & Loan 

1,997 

CAMDEN 

Bank  of  Currituck 

1,798 

CANDOR 

The  Bank  of  Candor 

1,287 

COLUMBIA 

The  East  Carolina  Bank 

1,673 

CONCORD 

First  Charter  National  Bank 

1,797 

CRESWELL 

The  East  Carolina  Bank 

1,168 

CURRITUCK 

Bank  of  Currituck 

1,183 

DURHAM 

Mechanics  & Farmers  Bank 

1,501 

EDENTON 

Peoples  Bank  & Trust  Co. 

1,525 

ELIZABETH  CITY 

Peoples  Bank  & Trust  Co. 

1,186 

FAIRFIELD 

The  East  Carolina  Bank 

4,931 
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FAYETTEVILLE 

United  National  Bank 

26,819 

GATESVILLE 

Tarheel  Bank  and  Trust  Co. 

1,862 

GREENSBORO 

Greensboro  National  Bank 

1,545 

GREENVILLE 

First  State  Bank 

1,450 

HENDERSONVILLE 

First  Savings  & Loan 

1,871 

HERTFORD 

Peoples  Bank  & Trust  Co. 

359 

JACKSON 

Peoples  Bank  and  Trust 

7,062 

KERNERSVILLE 

Citizens  National  Bank 

1,354 

LENOIR 

Bank  of  Granite 

1,320 

LEXINGTON 

Lexington  State  Bank 

1,100 

MANTEO 

The  East  Carolina  Bank 

1,297 

MONROE 

Bank  of  Union 

1,715 

NAGS  HEAD 

The  East  Carolina  Bank 

102 

NEWLAND 

Avery  County  Bank 

1,499 

OCRACOKE 

The  East  Carolina  Bank 

1,296 

OXFORD 

The  Union  National  Bank 

6,475 

PEMBROKE 

Lumbee  Bank 

1,722 

PILOT  MOUNTAIN 

Bank  of  Pilot  Mountain 

1,356 

ROBBINS 

First  Bank 

1,439 

ROCKY  MOUNT 

Peoples  Bank  & Trust  Co. 

1,101 

SALISBURY 

Security  Bank  & Trust  Co. 

1,854 

SANFORD 

Mid-South  Bank  & Trust  Co. 

1,294 

SEVEN  SPRINGS 

Southern  Bank  & Trust  Co. 

1,183 

SPRING  LAKE 

Peoples  Bank  & Trust 

1,906 

SWAN  QUARTER 

The  East  Carolina  Bank 

1,144 
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TARBORO 

Peoples  Bank  & Trust  Co. 

TROY 

The  Fidelity  Bank 
First  Bank 
WANCHESE 
The  East  Carolina  Bank 

WINDSOR 

Southern  Bank  & Trust  Co. 

WINTON 

Tarheel  Bank  & Trust  Co. 

ZEBULON 

Peoples  Bank  & Trust  Co. 

TOTAL  AGENCY  COLLECTION  ACCOUNTS 

Treasurer’s  Cash  Balances  Before  Net  Warrant  Clearings 
Net  Warrant  Clearings  and  Deposits  in  Transit 
Treasurer’s  Cash  Balances 


1,687 

1,166 

1,580 

1,163 

1,188 

1,678 

1,220 

$104,354 

and  Deposits  in  Transit  $ 53,722,413 

(13,842,990) 

$ 39,879,423 


This  amount  includes  deposits  of  $3,859,712  which  were  made  after  5:00  p.m.  on  the  last  day  of  the  month.  These 
p.m.  deposits  will  become  investable  funds  on  the  following  business  day. 
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Table  3 

SECURITIES  HELD  IN  TRUST 
June  30,  1986 


Description 

Par  Value 

Securities  Held  in  Safekeeping: 

Atlantic  & East  Carolina  Railroad  Company 

Deposit  to  Insure  Rental  Agreement 

Atlantic  & North  Carolina  Railroad  Company 

$ 50,000 

Treasury  Stock  (735  shares  common  stock) 

Department  of  Public  Education  Literary  Loan  Notes 

73,500 

2,385,998 

Securities  Held  as  Good  Faith  Deposits: 

North  Carolina  Department  of  Agriculture 

North  Carolina  Department  of  Revenue 

5,000 

1,125,464 

Securities  Held  as  Custodian: 

In  Treasurer’s  Vault 

Long-term  Investment  Fund* 

Short-term  Investment  Fund** 

402,860,281 

164,092,000 

By  Contractual  Custodian  Agreement: 

Liquid  Asset  Fund 

Short-term  Investment  Fund 

Long-term  Investment  Fund 

Equity  Investment  Fund 

Real  Estate  Investment  Fund 

18,375,000 

2,519,718,722 

7,770,691,341 

1,745,258,643 

121,360,865 

Securities  Owned  by  the  State: 

North  Carolina  Railroad  Company 
(30,002  shares  common  stock) 

Atlantic  & North  Carolina  Railroad  Company 

3,000,200 

(12,666  shares  common  stock) 

1,266,600 

Securities  Held  by  Escrow  Agents  to  Secure  Public  Deposits 

Total 

1,455,393,922 

$14,205,657,536 

'Corporate  Private  Placements,  FHA  Project  Loans,  and  Long-term  CD’s 

"Certificates  of  Deposit  and  Savings  Cerrtificates 
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Propositions Bonds 


Proposed 

Approved 

Proposed 

Approved 

% Approved 

CITIES: 

Voted  Propositions 

Arts  Center 

1 

1 

$ 2,700,000 

$ 2,700,000 

100 

Coliseum 

1 

1 

9,570,000 

-0- 

-0- 

Community  Development 

2 

2 

9,900,000 

9,900,000 

100 

Cultural  Facility 

1 

1 

7,600,000 

7,600,000 

100 

Electric  Facility 

3 

3 

4,150,000 

4,150,000 

100 

Fire  Fighting  Facility 

1 

1 

500,000 

500,000 

100 

Fire  Protection 

2 

2 

1,295,000 

1,295,000 

100 

Law  Enforcement  Center 

1 

1 

1,500,000 

1,500,000 

100 

Library 

1 

1 

350,000 

350,000 

100 

Municipal  Parking 

1 

1 

175,000 

175,000 

100 

Museum 

2 

2 

5,500,000 

5,500,000 

100 

Parks  and  Recreation 

4 

3 

18,680,000 

18,330,000 

98 

Public  Buildings 

4 

4 

3,575,000 

3,575,000 

100 

Public  Protection 

1 

1 

665,000 

665,000 

100 

Public  Transportation 

1 

1 

750,000 

750,000 

100 

Sanitary  Sewer 

20 

19 

56,260,000 

54,275,000 

97 

Solid  Waste  Disposal 

1 

1 

4,205,000 

4,205,000 

100 

Street 

7 

5 

30,990,000 

30,040,000 

99 

Waste  Water  Collection 

1 

0 

310,000 

-0- 

-0- 

Water 

16 

16 

70,455,000 

70,455,000 

100 

71 

66 

$229,130,000 

$215,965,000 

94 

Non-Voted  Propositions 

Advance  Refundings 

7 

7 

$ 90,905,000 

$ 90,905,000 

100 

Parking  Facility 

2 

2 

1,785,000 

1,785,000 

100 

Parks  and  Recreation 

1 

1 

1,400,000 

1,400,000 

100 

Street  and  Sidewalk 

1 

1 

950,000 

950,000 

100 

Water 

1 

1 

293,000 

293,000 

100 

12 

12 

$ 95,333,000 

$ 95,333,000 

100 

Totals 

137 

126 

$936,203,000 

$884,238,000 

94 
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Table  6 


SUMMARY  OF  STATE  AND  LOCAL  GOVERNMENT 

DERT  AND  AUTHORIZATIONS 
At  June  30,  1986 


General  Obligations 


Bond 

Industrial 

Authorized 

Literary 

Anticipation 

Revenue 

Revenue 

Total 

and  Unissued 

Bonds 

Fund  Loans 

Notes 

Total 

Bonds 

Bonds 

Indebtedness 

Bonds 

State 

$ 762,000,000 

$ - 

$ - 

$ 762,000,000 

$ 

$ - 

$ 762,000,000 

$ 46,000,000 

State  Authorities 

and  Institutions 

— 

— 

— 

— 

7,053,340,385 

— 

7,053,340,385 

— 

762,000,000 

— 



762,000,000 

7,053,340,385 

— 

7,815,340,385 

46,000,000 

Counties 

1,018,065,500 

2,385,998 

5,724,000 

1,026,175,498 

99,323,600 

1,125,499,098 

276,664,000 

Cities 

990,613,346 

— 

14,539,000 

1,005,152,346 

124,597,000 

— 

1,129,749,346 

377,362,700 

Districts 

108,097,000 

— 

11,470,000 

119,567,000 

28,545,000 

— 

148,112,000 

67,213,000 

Authorities 

— 

— 

— 

— 

275,910,000 

2,118,559,000 

2,394,469,000 

— 

$2,116,775,846 

$2,385,998 

$31,733,000 

$2,150,894,844 

$ 528,375,600 

$2,118,559,000 

$ 4,797,829,444 

$721,239,700 

$2,878,775,846 

$2,385,998 

$31,733,000 

$2,912,894,844 

$7,581,715,985 

$2,118,559,000 

$12,613,169,829 

$767,239,700 

Table  7 

ANNUAL  DEBT  REQUIREMENTS  FOR  STATE  BONDS 

ISSUED  AND  OUTSTANDING 
At  June  30,  1985 


GENERAL  HIGHWAY  TOTAL 


Existing  Debt 

Existing  Debt 

Existing  Debt 

Fiscal 

Principal 

Principal 

Principal 

Year 

Principal 

& Interest 

Principal 

& Interest 

Principal 

& Interest 

1986-87 

$ 39,500,000 

$ 70,166,250 

$ 19,000,000 

$ 37,971,000 

$ 58,500,000 

$ 108,137,250 

1987-88 

40,500,000 

68,782,250 

20,000,000 

37,707,750 

60,500,000 

106,490,000 

1988-89 

40,500,000 

66,415,750 

21,000,000 

37,302,000 

61,500,000 

103,717,750 

1989-90 

40,500,000 

64,123,500 

24,000,000 

38,688,500 

64,500,000 

102,812,000 

1990-91 

40,500,000 

61,900,000 

25,000,000 

37,830,500 

65,500,000 

99,730,500 

1991-92 

40,500,000 

59,653,000 

28,000,000 

38,867,500 

68,500,000 

98,520,500 

1992-93 

39,500,000 

56,287,500 

30,000,000 

38,525,500 

69,500,000 

94,813,000 

1993-94 

38,500,000 

53,026,000 

32,000,000 

38,180,500 

70,500,000 

91,206,500 

1994-95 

38,500,000 

50,740,500 

25,000,000 

28,630,500 

63,500,000 

79,371,000 

1995-96 

38,500,000 

48,483,000 

24,500,000 

26,125,500 

63,000,000 

74,608,500 

1996-97 

36,000,000 

43,734,500 

5,500,000 

5,945,500 

41,500,000 

49,680,000 

1997-98 

28,000,000 

33,529,000 

28,000,000 

33,529,000 

1998-99 

25,000,000 

28,455,500 

25,000,000 

28,455,500 

1999-00 

22,000,000 

23,551,500 

22,000,000 

23,551,500 

$508,000,000 

$728,848,250 

$254,000,000 

$365,774,750 

$762,000,000 

$1,094,623,000 
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Table  8 

REVENUE  BONDS  AND  OTHER  INDEBTEDNESS  OF  STATE  AUTHORITIES 

AND  INSTITUTIONS  AT  JUNE  30,  1986 

Appalachian  State  University $ 17,185,411 

East  Carolina  University 7,566,500 

Elizabeth  City  State  University 3,398,000 

Fayetteville  State  University 2,750,000 

North  Carolina  A & T State  University 6,182,000 

North  Carolina  Central  University 6,109,000 

North  Carolina  State  University  at  Raleigh 34,885,901 

Pembroke  State  University 1,430,000 

University  of  North  Carolina  at  Asheville 4,835,000 

University  of  North  Carolina  at  Chapel  Hill 37,576,618 

University  of  North  Carolina  at  Charlotte 32,441,086 

University  of  North  Carolina  at  Greensboro 9,296,647 

University  of  North  Carolina  at  Wilmington 13,858,370 

Western  Carolina  University 7,979,106 

Winston-Salem  State  University 2,787,000 

North  Carolina  Housing  Finance  Agency 810,357,00c1 

North  Carolina  Medical  Care  Commission 756,061,8302 

North  Carolina  State  Education  Assistance  Authority 59,410,0003 

North  Carolina  State  Ports  Authority 9,630,000 

North  Carolina  ABC  Commission 4,350,000 

North  Carolina  Department  of  Administration  (Agriculture  Bonds) 1,385,916 

North  Carolina  Government  Complex  Parking  Facilities 1,530,000 

North  Carolina  Eastern  Municipal  Power  Agency 2,893,330,000 

North  Carolina  Municipal  Power  Agency  No.  1 2,328,205,000 

North  Carolina  Battleship  Commission 800,000 

Total $7,053,340,385 


authorized  by  G.  S.  116-209.4. 

Source:  Chief  fiscal  officer  of  each  authority  or  institution. 
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VALUATION  BALANCE  SHEET 

TEACHERS’  AND  STATE  EMPLOYEES’  RETIREMENT  SYSTEM  OF  NORTH  CAROLINA 

As  of  December  31,  1985 


Table  9 


ASSETS 

December  31,  1985 

December  31,  1984 

Current  assets: 

Annuity  Savings  Fund 

Pension  Accumulation  Fund 

Total  current  assets 

$ 1,892,999,220 
5,766,038,772 

$ 7,659,037,992 

$ 1,720,393,034 
4,969,327,378 

$ 6,689,720,412 

Future  member  contributions  to  Annuity  Savings  Fund 

$ 2,499,027,888 

$ 2,364,558,624 

Prospective  contributions  to  Pension  Accumulation  Fund: 

Normal  contributions 

Accrued  liability  contributions 

Total  prospective  contributions 

Total  Assets 

$ 2,090,853,333 
1,723,243,965 

$ 3,814,097,298 

$13,972,163,178 

$ 1,938,938,072 
1,615,797,829 

$ 3,554,735,901 

$12,609,014,937 

LIABILITIES 

Annuity  Savings  Fund: 


Past  member  contributions 

$ 

1,892,999,220 

$ 

1,720,393,034 

Future  member  contributions 

2,499,027,888 

2,364,558,624 

Total  contributions  to  Annuity  Savings  Fund 

$ 

4,392,027,108 

$ 

4,084,951,658 

Pension  Accumulation  Fund: 

Benefits  currently  in  payment 

$ 

3,048,786,825 

$ 

2,696,655,339 

Benefits  to  be  paid  to  current  active  members 

6,200,048,084 

5,488,253,635 

Reserve  for  increases  in  retirement  allowances  effective  July  1,  1986 

(July  1,  1985  for  December  31,  1984  figure) 

115,954,412 

124,381,657 

Reserve  from  undistributed  gains 

215,346,749 

214,772,648 

Total  benefits  payable  from  Pension  Accumulation  Fund 

$ 

9,580,136,070 

$ 

8,524,063,279 

Total  Liabilities 

$13,972,163,178 

$12,609,014,937 

George  B.  Buck  Consulting  Actuaries,  Inc. 
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Table  10 


VALUATION  BALANCE  SHEET 

NORTH  CAROLINA  LOCAL  GOVERNMENTAL  EMPLOYEES'  RETIREMENT 

A<  of  December  31.  I9S5 


ASSETS 


December  31.  19S5 


Current  assets: 

Annuity  Savings  Fund 
Pension  Accumulation  Fund 

Total  current  assets 


$ 438.037.751 
1. 1S9.525.~S4 
SI. 627. 563.535 


Future  member  contributions  to  Annuity  Savings  Fund 


$ 6SS.494.192 


Prospective  contributions  to  Pension  Accumulation  Fund: 
Normal  contributions 
Accrued  liability  contributions 

Total  prospective  contributions 
Total  .Asets 


$ 521.S4l.S95 
112.3-S5.S16 

S 634.177.711 
S2.930.235.43S 


LIABILITIES 


Annuity  Savings  Fund: 

Past  member  contributions 
Future  member  contributions 

Total  benefits  payable  from  Annuity  Savings  Fund 


$ 438.037.751 
6S5.494.192 


SI. 126.531.943 


Pension  Accumulation  Fund: 

Benefits  currently  in  payment 

Benefits  to  be  paid  to  current  active  members 

Reserve  for  increases  in  retirement  allowances  effective  July  1.  19S6 
(July  1.  19S5  for  December  31.  1954  figure 
Reserve  from  undistributed  gains 

Total  benefits  payable  from  Pension  Accumulation  Fund 
Total  Liabilities 


$ 495.659.907 
1.22S. 151.091 

19.135.645 

50.~56.S52 

S1.S23.703.495 

$2,950,235,435 


George  B.  Buck  Consul  ring  Actuaries.  Inc. 


SYSTEM 

December  31.  19S4 


$ 335.623.269 
S43.0S6.44l 

S1.17S.709.710 

S .531.004.944 

S 392.05S.630 
95.965.7S9 

S 4SS.024.439 

Sr2. 197. 739.093 


S 335.623.269 
531. 16 4. r-- 

S S66.62S.213 


$ 354.S72.612 
925.596.4~4 

17.011,451 

33.630.313 

SI. 331.110. SSO 

$2,197,739,093 
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Table  11 


VALUATION  BALANCE  SHEET 
CONSOLIDATED  JUDICIAL  RETIREMENT  SYSTEM 

As  q i January  L 1906 


ASSETS 


Present  assets  of  system  creditable  tc: 

Annuity  Savings  Fund 
Perform  Accumulation.  Fund 

Total  present  assets 

Present  value  of  future  contributions  by  members 

Present  value  of  prospective  contributions  by  me  State  to  me 
Pension  Accnm  ulation  Fund 
Normal  contributions 
Accrued  Lability  contributions 

Total  prospective  contributions 
Total  .Assets 

LIABILITIES 

Present  value  of  past  mi  future  contributions  by  members  to  me 
Annuity  Savins  Fond 

Fresent  value  of  benefits  payable  on  account  of  beneficiaries  or 
mem  dependents  now  drawing  allowances  from  me  Pension 
Aocumulauon  Fund 

Present  value  of  benefits  to  or  on  account  of  active  and  inactive 
members  to  be  paid  by  ccntributions  of  me  Stare  into  me 
Pension  Accumulation  Fund 

Reserve  for  3 S per  cent  increase  in  recrement  allowances 
effective  July  1.  1 988 

Reserve  mom  undistributed  gums 

Total  Liabilities 

Geerae  r Suck  Cccsunua  Aumaries.  Inc. 


S 7,879.687 
43.147.682 

S 51.027,369 


1 i . 4S0 . 6 1 1 


$4". 589,07 3 
2o.S84.32~ 

73.473.400 

S141.981.440 


3 25, 360.. 358 


29.994.0~1 


S1.920.24S 


1.079.6~9 


3.627.084 

S141.981.440 
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